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PREFACE 


Tue author does not underestimate the difficulty of describing 
all major forms of transportation in the United States within the 
limits of a volume of moderate size. Yet he includes the automobile 
and the inland waterway and the tramway and the airplane, never- 
theless, as well as the railroad, in his discussion, because he is per- 
suaded that these different mechanisms of transport are so closely 
connected with one another in the common task of moving people 
and goods, that it is no longer possible to understand the activities 
of any one of them without being cognizant, in some degree, of 
the work of the others also. Nor is it even true that the underlying 
principles of transport still find their best expression in the field 
of any single agency. 

Many interesting problems of price-fixing in the transportation 
world to-day are presented by the experience of the street railway 
companies; some of the most disputed calculations of cost relate to 
our rivers and canals; and the influence of transport upon settlement 
can be observed in connection with the tramway and the automobile 
at least as well as in connection with the railroad. 

The obvious danger in extending the scope of a treatise upon 
transportation to cover several forms of machinery and organization, 
instead of only one, is that the resulting work may lack unity. The 
analysis may seem to be concerned with a variety of subjects, in- 
stead of with one subject under a variety of aspects. It may be 
that the present volume will produce such an effect. The author 
can only urge in his defense his belief in the essential unity in 
principle and in purpose of the different forms of transport, and 
his conviction that at the present moment more can be expected 
from an attempt to see the transport problem as a whole, than from 
continued preoccupation with its various parts. 

The rest of the author’s apology, if a preface is to be interpreted 
as an apology, must concern itself with quite another matter— 
namely, with the inclusion of a considerable amount of economic 
geography in a book devoted to transportation. It is true that the 
two subjects are linked together in treatises upon the principles of 
economics, but for many years the discussions of railroad economics, 
which constitute most of the recent study of the science of trans- 
portation, have concerned themselves primarily with those sides 
of the railroad question which have been discussed in national or 
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state legislatures, or with problems of labor or finance which con- 
front the railroad because it is a corporation or an employing agency, 
not because it is concerned with transport. 

Now it is easy to understand why excellent books have been pro- 
duced upon these aspects of the railroad question; but, upon the 
other hand, it is not unreasonable to observe that transport, in 
its essence, is neither corporation finance, nor big business, nor any 
other of a number of incidental things, but that, in the main, it 
is the process of moving articles and people along established routes 
between defined termini. If this is the fact, then it is proper that 
attention should be drawn both to the facilities which traffic uses 
and to the flow of traffic which carriers are organized to promote, 
as well as to the more traditional and publicly contentious ques- 
tions with which legislators have been concerned. This is all that 
the present treatise seeks to do. 

Most of the information offered to the reader has been drawn 
directly from official sources. The author is indebted to many people 
for courtesies extended in the course of the preparation of this 
work. He will not attempt to enumerate all the instances in which 
he has received friendly assistance, but he wishes to express his 
appreciation of the codperation of the staffs of the Interstate Com- 
merce Commission and of the Department of Commerce at Wash- 
ington, and of the offices of the United States commercial attachés 
at London, Paris, and Berlin. It would have been difficult to com- 
plete the chapters upon the English, French, and German railways 
without the connections which the last-named offices were able to 
supply. Acknowledgment should at the same time be made of 
facilities provided by the Ministry of Transport in England, and 
by the Ministries of Public Works in France and in Germany, which 
have made possible convenient access to published and, in France, 
also to unpublished, material bearing upon the transportation prob- 
lem in these countries. 


Stuart Daccetr 
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CHAPTER. 1 
GENERAL SURVEY OF TRANSPORTATION FACILITIES 


Introduction 


This book has four purposes: the first is to present to the reader 
a picture of the transportation system of the United States; the 
second is to consider the character and direction of traffic which 
makes use of this transportation system; the third is to discuss a 
selected list of problems which concern, for the most part, the rela- 
tions between transportation companies and shippers or between 
such companies and the general public; and the fourth is to trace the 
progress of legislation in England, France, Germany, and the United 
States, with special reference to railroads, but mentioning also 
statutes which control inland waterway, motor vehicle, and aircraft 
transportation. 


Movements Involved in Transportation 


It should be understood at the beginning that movements of freight 
or passengers in a modern community are for many different purposes 
and require a great variety of machinery. They include, for instance, 
the transportation of minerals or other raw material from the place 
of extraction or production to the furnace or factory; the carriage of 
crops from the farm to the local elevator, thence to the primary mar- 
ket and thence in one or more stages to the place of consumption; 
and the transfer of finished products from factory to wholesale ware- 
house, from wholesale warehouse to retail store and from retail store 
to consumer. Movements of these various sorts are sometimes for 
short distances and sometimes for long; they are sometimes in large 
consignments and sometimes in small; spéed is necessary in some 
instances and not in others; in short, they demand a highly diversi- 
fied equipment and a flexible organization in order to bring about 
the necessary displacement at a minimum of cost. 


I 
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Elements in a Modern Transportation System 


The principal elements of a transportation plant in a modern coun- 
try are the following: 

1. Inland waterways, including canals, improved or canalized 
rivers, and lakes; 

2. A road system, in most cases constructed for the use of draft 
animals, but frequently reconstructed and enlarged for motor 
vehicles; 

3. A railroad system; 

4. Pipe lines, serving mostly, though not entirely, for the transpor- 
tation of petroleum; 

5. Interurban, suburban, and urban railways, generally driven by 
electric power; 

6. Air routes with proper landing places. 

This list does not exhaust the mechanical aids which man to-day 
employs for inland movements, but it does include the more im- 
portant. 

If, now, we examine the relative importance of these different 
forms of machinery and their location in the United States, we have 
the following details: 


Inland Waterways 


The earliest medium of communication to be developed in a 
country is apt to be its waterways, and this has been true of the 
United States. 

The map upon the following page illustrates the principal developed 
waterways of the United States in the year 1923: 

There are no comprehensive figures showing the length of im- 
proved waterways in the United States. The annual report of the 
Chief of Engineers, United States Army, gives, however, full infor- 
mation regarding the volume of traffic handled. From this report it 
appears that the principal inland waterway in this country is the 
Great Lakes. In 1923, the tonnage carried on the Great Lakes, after 
eliminating all known duplication, reached the total of 125,517,551 
tons.! 

Next to the Great Lakes came the Mississippi River and its 
tributaries, with 27,089,762 tons.” 


‘United States Department of Engineers, Annual Report of Chief of Engineers, 
1924, p. 3. The figure for 1924 was somewhat less, or 109,831,279. 

*Engineer’s Report, 1924, p. 4. The movement upon the Mississippi in 1924 
exceeded that in 1923 by more than a million tons. The Engineer’s Report for 1924 
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The balance of inland waterway tonnage amounted to 25,831,388 
tons. It is difficult to distribute the tonnage in this last group because 
of the uncertain allowance to be made for duplication. Among the 
important waterways besides the Great Lakes and the Mississippi 
River may be mentioned the Hudson River, the New York Barge 
Canal, the Black Warrior, Warrior, and Tombigbee Rivers in Ala- 


—=Completed channels over 12 feet deep at low water. 
—Completed channels under 12 feet deep at low water. 


PrincipAL WATERWAYS OF THE UNITED STATES, 1923! 


bama, the Sacramento and San Joaquin Rivers in California, the 
Columbia, Willamette, and Snohomish Rivers in Oregon and Wash- 
ington, and short sections of the Delaware, the Potomac, and the 
Taunton Rivers emptying into the Atlantic Ocean. The traffic upon 
all these streams is included in the 25,831,388 tons already mentioned, 


Roads 


The road system of the United States consists of 2,941,294 miles 
of roadway, a mileage so great that if it measured a single continuous 
road, that road would encircle the earth more than one hundred 


does not, however, eliminate duplications as it did in 1923, and so, for the purpose of 
summary statement, the statistics of 1923 are retained in the text. 

1 Department of Commerce, Bureau of Foreign and Domestic Commerce, Miscel- 
laneous Series, “Inland Water Transportation in the United States,” Bulletin No. 
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times. The greater part of this mileage is, of course, local. The 
system includes, however, state highways measuring 251,056 miles 
(1922), almost as extensive as the steam railroad mileage of the 
country, and 387,760 miles of surfaced roads (1921).! 

These two last-named categories are, of course, largely identical, 
but not altogether so. Most state highways are surfaced, but there 
is a large amount of country and city construction of a relatively 
permanent sort which state governments have never undertaken to 
finance. 

The map on the preceding page indicates the principal highways 
of the United States. 

There are no tonnage or passenger statistics of road traffic. Most 
highway travel, however, is by truck or automobile. In 1926 there 
were 19,237,171 passenger automobiles registered in the United 
States, and 2,764,222 trucks. A recently published survey of trans- 
portation upon the state highway system of Ohio affords some slight 
basis for a minimum estimate of 200 passengers per passenger car 
and 100 tons per motor truck annually in this country. When ap- 
plied to statistic of registration these figures indicate a movement by 
motor car in the United States of almost four billion passengers and 
three hundred million tons of freight each year. The actual move- 
ment is certainly larger, but by how much it 1s impossible to say. 


Pipe Lines 

In addition to its inland waterways and highways, the United 
States possesses a considerable mileage of pipe lines, used almost 
exclusively for the movement of crude petroleum. The location of 
the principal pipe lines of the country is shown upon the following 
page. 

The principal sources of oil are the Mid-Continent field, including 
oil pools in Kansas, Oklahoma, northern Texas, and northern 
Louisiana, and the California field in southern California. Oil 1s 
also found in Wyoming, near the Gulf Coast, in Indiana and Illinois, 
and in the Appalachians. Pipe lines connect these fields with 
refineries at tidewater or near large interior consuming markets. 
Recent reports of the United States Geological Survey indicate that 
there are now over $2,000 miles of oil pipe line in the United States, 
representing an investment of about $750,000,000. 


1 United States Department of Agriculture, Yearbook, 1924, “Highways and High- 
way Transportation,” by T. W. Allen and others, pp. 97 ff. 
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Pipe lines consist of steel pipes, laid on or near the surface of the 
ground, through which crude oil is forced by pumps operated by 
steam or internal-combustion engines. The main pump lines are 
generally eight inches in diameter, and the pumps are located about 
forty miles apart. 

Practically all domestic crude petroleum is carried by pipe lines 
for a greater or shorter distance. The total production of the oil 
fields of the United States in 1925. was 755,852,000 barrels of ap- 
proximately 310 pounds each, or in the neighborhood of 117,157,060 


Crupe Oi Pire Lines or THE Unitep States} 


tons of 2,000 pounds each. There are no reliable figures showing 
average length of haul, but the longer pipe lines run for distances 
as great as 600 or 700 miles.” 


Railroads 


The railroads of a country constitute the major portion of its 
facilities for inland transportation. 


The United States railway system on December 31, 1924, com- 
prised the following mileage: 3 


1C. E. Bowles, The Oil and Gas Fournal, July 31, 1924. 

2 United States Department of Commerce, Bureau of Mines, Petroleum Statistics, 
1925; G. R. Hopkins, Petroleum Economist, February 10, 1926. 

3 Interstate Commerce Commission, 38th Annual Report on the Statistics of Rail- 
ways in the United States for the year ending December 31, 1924 
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Class I carriers Eastern Southern Western Total 
Number Of roads: (ooo. s.c: 64 35 76 175 
ines Owned aces. onde ose es 33,610 35,506 109,120 178,236 
danessGperateds ic<,doec se 0s « 59,284 43,824 132,786 235, 894 

All carriers 
Number of roads. .......2.< 668 405 605 1,678 
Dimes owned. se 20s000 65. 59,769 50,362 140,024 250,155 
ines operated oc ions eth ox 64,677 51,740 145,741 262,158 


Carriers are divided by the Interstate Commerce Commission 
for statistical purposes into three classes, based on the amount 
of their annual operating revenues: Class J, including companies 
with revenues above $1,000,000; Class II, companies with revenues 
from $100,000 to $1,000,000; and Class ITI, companies with revenues 
below $100,000. The mileage operated by Class I carriers com- 
prises 89 per cent of all the mileage in the country. The Class I 
companies, moreover, control all of the principal routes and are 
responsible for 99 per cent of the ton and passenger mileage. For 
all practical purposes the 1,503 carriers with revenues below §$1,- 
000,000 may be disregarded in discussing the railroad systems of the 
United States, and attention concentrated upon the 175 larger 
organizations. Figures in the chapter relating to American rail- 
roads will accordingly be understood as limited to Class I carriers 
unless otherwise specified. 


Comparison with Foreign Railroads 

According to the German Archiv fiir Eisenbahnwesen,’ which 
is perhaps our most reliable source of information on international 
railway statistics, the railway mileage of the principal countries 
of the world stood in 1923, the last year on which figures are avail- 
able, as follows: 


Railway mileage Railway mileage 


Railway per 100 sq. mi. per 
Country mileage of territory 10,000 inhabitants 
Wintec tates ex diilad ae dos 2515163 6.93 25.12 
British East Indies........ 40,491 Dot 1.27 
CATE et Re SO Aenea 39, 862 1.07 45.36 
Germany. cs. ote. cekso- +e 35,818 19.65 5.98 
Russia in Europe...:...... 35,027 ae, 5.20 
iran Cemesees aertka n Feteuaie eee 33,282 1504 8.47 
ATTN Aas 5 shu ecoao nose 26,356 0.89 22.21 
(Great Britain: «4 ois aes 24,397 25.69 5.48 
PMEBEMTIN Af cis se tc catae es 23.5156 2.01 24:25 
Rar ile tag see fewest ice nokecths 18,704 0.57 6.11 
INUSxT COM neha inen ta-heuacie 16,443 2.16 11.55 
eT Rei peu Sn ee oa ee eee 12,840 10.73 at 


1 Archiv fur Eisenbahnwesen, vol. 48, pp. 859-863, 1925. 
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It will be noticed that the figures given by the Archiv for the 
United States differ slightly from those reported by the Interstate 
Commerce Commission, but the difference is so slight as to be 
negligible. The striking fact is that the mileage of railroads in the 
United States amounts to 33 per,cent of that reported for all the 
countries of the world. The size of the United States railway net 
is of course due to the great distances to be traversed in this coun- 
try, as well as to the abundance of capital available for investment 
and to a farsighted readiness to spend money on improved forms of 


y, 
Ye) 
4 
— 


PRINCIPAL RAILROAD ROUTES OF THE UNITED STATES 


transportation. It should be observed, however, that the railway 
mileage per 100 square miles of country served is less in the United 
States, in spite of the impressive aggregate, than in the more thickly 
settled countries of Great Britain, Germany, and France. On the 
other hand, in relation to population, the United States is better 
supplied than Europe, taking its place, on the whole, with certain 
other countries of large area and moderate density of population 
such as Australia and the Argentine Republic. 

In 1924, the railroads of the United States carried 932,678,462 
passengers and 1,187,295,744 tons of freight. This is a smaller 
number of passengers than was handled during the same period by 
automobiles or by street and interurban railways, but a consider- 
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ably greater volume of freight. Indeed, the disproportion in the 
freight business is so great that it is permissible to consider freight 
movements, apart from terminal handlings, as essentially rail move- 
ments, and to treat the activity of all other forms of transportation 
as subsidiary in this respect. 

The full statistical reports which our railroads are required 
to make to the Interstate Commerce Commission make it possible 
to analyze their traffic in great detail. We shall content ourselves 
at this point, however, with indicating the principal railroad lines 
which are now in operation. 

The map reproduced on preceding page does not attempt to set 
forth the entire rail mileage of the United States. It does, however, 
inaicate the more important lines, and shows the direction and points 
of concentration of the railroad routes of this country. 


Interurban, Suburban, and Urban Railways 


The Census of Electrical Industries, taken in 1922, reported a 
single-track mileage of street railways of 43,932 miles. In the same 
year the single-track mileage of steam railroads in the United States 
was 409,359 miles. aking the other features of the business into 
account, we may say generally that the street and interurban rail- 
ways of the country now operate about one-tenth as large a mileage 
as do our steam roads, employ one-sixth as many people, earn 
one-fifth as much revenue, have one-fourth as large a capitalization, 
and, in the field of passenger service, own more cars and carry 
more people. The number of persons traveling upon street and 
interurban cars in 1922 exceeded, indeed, 15 billion. In the freight 
field, the work of the street railroad is unimportant, but even if 
we make allowance for this and also for the short distance that 
the street railroad passenger travels as compared with the average 
haul upon steam railroad lines, it is evident that we have in this 
form of organization a notable supplement to the country’s trans- 
portation facilities. 

According to the same census of 1922, 17,808 out of 43,932 miles, 
or 41 per cent, of electric railway track was classified as interurban. 
More than half of the total interurban mileage of the country, or 
10,373 out of 17,808 miles, is located in the tier of states north 
of the Ohio River and east of the Mississippi. In these states 
the population is dense and the cities near together. Conditions, 
therefore, permit a return upon the large investment required to 
operate roads driven by electric power. 
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Air Routes 


Air service in the United States is still a negligible factor as a 
carrier of either freight or passengers, although its possibilities are 
not to be overlooked. In 1926 air lines in the United States trans- 
ported 405 tons of mail, 867 tons of express matter, and 5,872 
passengers. Quantitatively this service is unimportant, as has just 
been said. 


Conclusion 


It is hoped that the enumeration in the present chapter will give 
the reader some initial conception of the size and relative impor- 
tance of the principal transportation agencies in daily use in the 
United States. Few people visualize the extent of modern trans- 
portation facilities, and probably still fewer have their attention 
called to facilities which are not related to rail transportation. The 
railroad is and will long be our principal inland carrier of freight, 
but it is no longer our chief carrier of passengers, and its work 
is supplemented even in the movement of freight by other kinds 
of machinery of no mean importance. 
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CHAP DER LI 


INLAND WATERWAYS 


Relatively Slight Development of Inland Waterways in the 
United States 


The United States possesses in the Great Lakes an inland water 
route unrivaled elsewhere in the world. On the other hand, river 
and canal transportation is relatively less important in this country 
than in some parts of Europe. There are several reasons for this 
comparatively slight utilization of so large a part of the system of 
American inland waterways. One fact of some significance is that 
the Mississippi River and the canals dependent upon it run across 
the main currents of traffic rather than parallel with them, as does, 
for instance, the German Rhine. American waterways have also 
suffered from lack of government support, from hostility of the 
railroads, and from the fact that rail carriers in this country have 
offered shippers quicker and cheaper service than could be obtained 
from improved rivers or from canals. 


Importance of the Great Lakes, the Mississippi River, and the 
New York Canals 


In proceeding to discuss water transportation in the United States, 
we may neglect the lower reaches of rivers which empty into the 
Atlantic Ocean, that serve rather as extensions of ocean routes than 
as means of communication between inland points. We may pass 
over also the traffic upon the rivers of the Pacific coast, but we must 
consider the Great Lakes and the St. Lawrence River, the Mississippi 
River and its tributaries, and certain Eastern canals, especially those 
in New York State. Indeed, these three systems so far surpass all 
others in importance that it is permissible to limit our discussion to 
them alone. 


Early Navigation Upon the Mississippi 


Historically the Mississippi River has supplied a threefold service. 
In the first place, it has provided a means for long-distance transpor- 
tation in a territory devoid of roads and remote from the sea. Sec- 
ondly, the river has linked Northern and Southern settlements which 
on the extremes early developed differing products that tempted to 
exchange. Thirdly, it has provided an east-and-west water route 


It 
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through its Ohio and Missouri River branches which was useful to 
the westward moving pionecr. These three characteristics lent the 
Mississippi great importance during the first half of the nineteenth 
century. 

Up to 1817, the principal crafts used on Western rivers were the 
flatboat, the ark, and the raft for downstream, and the keel boat 
or barge for upstream, navigation." 

Steam navigation upon the. Mississippi began with the steam- 
boat Enterprise, which left Pittsburgh in September, 1811, and 
reached New Orleans in January, 1812. Regular steam service is 
usually dated, however, from 1817, when the steamboat Washington 
made the trip from Louisville to New Orleans and return in forty- 
one days, the voyage upstream consuming twenty-five days.” There- 
after the steamer rapidly displaced the keel boat and the barge, al- 
though the flatboat continued to be used until the Civil War. 

From the ’fifties until the early ’eighties, steamboat transportation 
on the lower Mississippi was the chief agency upon which the people 
of the Mississippi Valley depended for the carriage of freight and 
passengers. Through boat lines connected Cincinnati, Louisville, and 
St. Louis with New Orleans, while there was an equally important 
trade from Memphis, Greenville and Vicksburg to New Orleans, 
and branch services which ran up the Red, Arkansas, White, Oachita, 
Yazoo, and other streams.3 

Likewise upon the Ohio and its tributaries, the Cumberland, 
Tennessee, and Monongahela Rivers, and to a less degree upon the 
upper Mississippi, an extensive commerce was carried on. 


Diversion of River Traffic to the Railroads 


The decline in the importance of the Mississippi began, however, 
even before the Civil War, with the diversion of increasing propor- 
tions of produce from the northern part of the Mississippi Valley 
to the east-and-west route to the Atlantic seaboard. This diversion 
began, as we shall see, with the construction of the Erie Canal, and 
gained momentum as railroad construction developed between St. 
Louis and Chicago and the East. During the years 1854-1858, 
Western produce ee but 18 per cent of the total receipts 


1 For further details consult Ringwalt, Development of Transportation Systems in the 
United States, 1888; Meyer, History of Transportation in the United States before 1860 
Washington, 1917; ‘and Dixon, Traffic History of the Mississippi River System, Wash. 
ington, 1909. 

> Dixon, Traffic History of the Mississippi River System, pp. 12-13. 

8 Pein ary Report of the Inland Waterways Commission, Delo g: 
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at New Orleans, as compared with 61 per cent in the early days of 
river commerce.! kil 

Naturally, as the grain-producing areas moved west and north, 
the strategic position of the railroads improved, as the river boats 
could not follow the farms, and transshipment of grain to the water- 
way from the railroad car which took it at the elevator involved 
additional expense. 


Effect of Changes in Producing Areas in the South 


This same change occurred in the South, where traffic left the river 
for the rail. The following table shows the receipts of cotton at New 
Orleans from 1873 to 1907. 


RECEIPTS OF COTTON AT NEW ORLEANS 2 


Receipts by rail Receipts by river Percentage 


Year (Bales) (Bales) by river 
TSAR as cc lased Meee ou ieee 438,495 968 , 877 68.8 
Itsy Gude Soap ee se a ene eee 406 ,076 750,080 64.8 
At S Orange eeieyr cia dt boat oh O27 5707. 1087 ,522 63.4 
TSH, Core ortte ce nn meee 1,018, 261 680,376 40.1 
TOROOM ner ana, Ataen eee aneeeene Le TZ eA Te 425 ,828 19.8 
TiS.) Opa tmranin es rate ots) clones os THOS Sl 7277 343,450 15a 
MOO Ate ee. unc roe ea TOS Si So 192,842 6), 5 
TOYO hey Ber oe on ate 2ROS2,053 OA gol 10.0 


The decline in the percentage of river receipts of cotton at New 
Orleans from 68.8 per cent in 1873 to 40 per cent in 1885 and 9.5 
per cent in 1904 was due in part to direct competition of parallel 
railroads and in part to a change in the location of cotton-producing 
areas analogous in effect to the changes in the location of grain dis- 
tricts which has just been mentioned. 

In direct competition with the railroads the river was under serious 
handicaps from early days. Generally speaking, river transportation 
was slow, subject to interruption on the upper reaches from ice, 
handicapped by floods, droughts, and variations in depth in different 
sections, poorly organized, and poorly equipped with terminal facil- 
ities. Moreover, the railroads refused to quote through rates with 
the water lines, and so compelled most shippers to pay local charges 
from and to the river as a condition of utilizing the water service.* 


1 Dixon, Traffic History of the Mississippi River System, p. 33. 

2 Dixon, Traffic History of the Mississippi River System, p. 59. 

3 Dixon, sup. cit., pp. 64-70. See also Memphis Southwestern Investigation, 55 
ICnG,) iescGa4 toro. Chattanoosa Packet Co. 0, 1. 1G) RoR. Co., 33 1.1, C. 384, 
1915; Kansas City Missouri River Navigation Co. », C. & O. Ry., 34 I. C. C. 67, 1915. 
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Transportation Upon the Mississippi During the World War 


For at least twenty years prior to 1917 there was no common car- 
riage of consequence upon the lower Mississippi. During the acute 
traffic conditions in the Mississippi Valley in the winter of 1917, the 
commercial interests of New Orleans, Louisiana, and St. Louis, 
Missouri, undertook the formation and financing of a corporation to 
build towboats and barges for operation between St. Louis and New 
Orleans. Due to war conditions, they were unable to secure the steel 
necessary for the purpose. After the passage of the Federal Control 
Act in 1918, an appeal was made under the provisions of Section 6, 
which authorized the President to 


“expend such an amount as he may deem necessary or desirable 

for the utilization and operation of canals, or for ‘the purchase, 
construction, or utilization and operation of boats, barges, tugs, 
and other transportation facilities on the inland, canal, and 
coastwise waterways. i 


A committee appointed by the Director General of Railroads to 
investigate and report, recommended the utilization of the lower 
Mississippi River and of the so-called Warrior River waterway. The 
utilization of the latter was to provide service between Alabama 
coal and ore districts and the ports of Mobile, Alabama, and New 
Orleans. Both projects were authorized in modified form in June, 
1918. In the following month a federal manager was appointed 
and instructed to commandeer and put in operation as soon as 
possible all available equipment on both waterways capable of being 
used for the transportation of freight, and also to proceed with the 
construction of a new fleet authorized by the Director General.} 


Inland Waterways Corporation 


On termination of federal control, the government facilities upon 
the Mississippi and Warrior Rivers were transferred to the Secretary 
of War, and in 1924, Congress authorized the Secretary to incorpo- 
rate the “Inland Waterways Corporation” for their administration. 
The capital stock of the new corporation was set at a maximum of. 
$5,000,000, all to be subscribed by the United States.? 

Real property and equipment held by the Secretary of War were 


‘United States War Department ». Abilene & Southern Railway Company ef al., 
77 1. C. C. 397, 1923. 

* Waterways and Inland Seaports, by Brigadier-General T. Q. Ashburn, U. S. A., 
p. 30, Washington, 1925. 
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turned over to the Inland Waterways Corporation, and the cor- 
poration was given power to borrow money. This, with $1,500,000 
of capital stock (out of $5,000,000 authorized) actually issued to 
the United States Government and paid for, provided the cor- 
poration with total net assets of $11,548,278.59, as of December 31, 
1925, with which it is operating at the present time.! 

The Mississippi River service is between St. Louis and New Or- 
leans, and the barges also touch at East St. Louis and Cairo, Illinois, 
Memphis, Tennessee, and Vicksburg, Mississippi. The barge line 
makes no attempt to serve the smaller river landings. 

The Warrior River service is between Cordova and Birmingport, 
Alabama, on the Black Warrior River, and New Orleans, Mobile, 
and the intermediate river ports of Demopolis and Tuscaloosa, Ala- 
bama. The route is down the Black Warrior and the Warrior to 
the Tombigbee, thence to the Alabama River, thence into the Mobile 
River, Mobile Bay, Mississippi Sound, Lake Borgne, and through the 
Lake Borgne Canal to the Mississippi River and New Orleans har- 
bor 


Extent of Service 


The sum at the disposal of the Inland Waterways Corporation 1s 
not large, but it has enabled the corporation to establish a towboat 
service between St. Louis and New Orleans leaving both termini 
every six days, and a fast packet service between the same termini 
every week. The advertised time for the tows between Cairo and 
New Orleans is ten days downstream and twenty days upstream, 
with from twenty-four to forty-eight hours additional for the stretch 
between Cairo and St. Louis. The packet service makes a sixth- 
morning delivery from St. Louis to New Orleans, and a tenth-morn- 
ing delivery from New Orleans to St. Louis. Connection is made 
with rail lines at St. Louis and with steamships at New Orleans. 
There is no scheduled service upon the Warrior River, but trafic 
is handled as offered, with customary time of three days southbound 
and six days northbound between Mobile and Birmingport. 


Volume of Traffic 


The tonnage handled by the government lines upon the Mississippi 
and Warrior Rivers since 1921 has been as follows: 
1 Annual Report of the Inland Waterways Corporation, 1925. 


2 United States War Department v. Abilene & Southern Ry. Co. et a/., 77 L, CC. 
317, 320, 1923. 
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TONS HANDLED BY MISSISSIPPI-WARRIOR SERVICE ! 


Mississippi Division Warrior Division 


Year (Tons of 2,000 lbs.) (Tons of 2,000 lbs.) 
HOV Coronet ReacnCiotaer Ce aaa 443,267 228 , 844 
MOD2 ar, ek eeone es oer esas 599 , 669 260,344 
OWE, teen Ries SERA Oe 710,431 269,341 
TODA Rede m Seucracuety ote ale 849,503 222,345 
OQ Sem tapn Ma ceeateeeee hema 910,755 231,464 


The principal commodities transported upon the Warrior River 
are coal, steel, and iron products, and manganese ore. On the 
Mississippi the cargoes are much more varied, but the largest ton- 
nage is in grain, bauxite ore, sugar, iron and iron products, and 
cotton. 


Financial Results 

The Warrior Division has never yet met its operating expenses, 
and there is some controversy regarding the financial outcome of 
the government services upon the Mississippi. The report of the 
Inland Waterways Corporation for 1925 shows a gross operating 
revenue of $3,542,444.81 and a net income of $268,855.28 after 
allowance for depreciation. This makes no allowance, however, for 
interest on the money advanced to the corporation by the United 
States, none for government expenditures in maintaining the naviga- 
bility of the Mississippi, and none for the taxes which would be 
assessed upon a private corporation. The enterprise can hardly, 
therefore, be yet said to be upon a paying basis, although it has 
strengthened its position year by year and may in the end achieve 
results which will enable the government to sell the service to 
private parties. 


Lakes-to-the-Gulf Deep Waterway 


Whatever the outcome may prove to be, the success or failure 
of the Mississippi-Warrior experiment will have more than usual 
significance, because of its bearing upon future developments of 
waterways in the Mississippi Valley. 

Mr. Hoover, for instance, visualizes the main trunk lines of the - 
Mississippi River system as made up of a north-south trunk line 
1,500 miles in length reaching from New Orleans to Chicago and 
there connecting with the Great Lakes system, and crossing this, a 
great east-west trunk line 1,600 miles in length, from above Pitts- 
burgh through Cairo to Kansas City. The addition of feeding lines 


1 Annual Report of the Inland Waterways Corporation, 1925. 
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on the upper reaches and tributaries of the Mississippi, the Ohio, 
and the Missouri Rivers would produce, as Hoover sees it, 9,000 
miles of connected waterways.} 

A more limited proposal is to establish a channel of at least nine 
feet from Chicago to New Orleans. The route would be by way 
of the Chicago River, the Chicago Sanitary and Ship Canal, the Des 


ok 
| Pogaenion \r 
! 


CO-ORDINATED 


INLAND WATERWAY SYSTEM 


AS OUTLINED BY SEC. HOOVER 
BEFORE RIVERS ANO HARBORS COMMITTEE 


SHOWING 
UNFINISHED SECTIONS NEEDED TO COMPLETE 
THE SYSTEM ; DEPARTMENT OF COUMERCE (1904 | 


A Co-ORDINATED SYSTEM OF INLAND WATERWAYS 


Plaines River, the Illinois River, and the Mississippi. There is 
already a connected waterway over this route, but by no means one 
with the requisite depth. 

According to the report of the Chief of Engineers for 1925, the con- 
trolling depths on the various reaches of canals and rivers involved 
are as follows: 

Controlling depth 


Waterway (Feet) 
(EAN TSS RT 6 ede eat etre eae at 21 
Chicaso panitany Conall) s.csvs tone eee acess 21 
Mlmoisand Michigan Canal. ..:...2...a'e0:+.. 34% 
Illinois River, LaSalle to Mississippi River...... 6 
Mississippi River, Illinois River to Missouri River : 
Mississippi River, Missouri River to Cairo...... 8 
(Cait) tay WG SITS. 5 os Aa neue Hoe Aen rome 9 
Vieksbure.to Batom Kougen 6s. ca5 ee ps oor0 50 II 
Baton: Rouge to New Orleans... 2... 26 042+ a5 
News Orleans fo Gulh, 2554.0. oo) ca ae tades sc es" 35 


1 Traffic World, October 24, 1925. 
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It is evident that enlargement of the Illinois and Michigan Canal, 
together with an increase in the depth by three or four feet of the 
waterway between St. Louis and the upper part of the Illinois River, 
with a still smaller deepening of the Mississippi between St. Louis 
and Cairo, would provide the nine-foot channel which is desired. 

At the present time the State of Illinois is proceeding to canalize 
the Des Plaines and Illinois Rivers so as to connect the Chicago 
Drainage Canal at Lockport with the navigable waters of the Illinois 
River near Utica, a distance of sixty miles. The project includes 
the construction of five locks with a total lift of 126 feet, of which 
one is completed and two others are under contract. The estimated 
cost is about $19,000,000, of which $3,500,000 has been spent. 
From Utica to Cairo the responsibility of establishing and main- 
taining a nine-foot channel falls upon the national government. 
The estimated cost of $1,350,000 will be met through the federal 
Rivers and Harbors Bill. 


Channels Around River Obstructions 


The use of the Western rivers represents on the whole the utiliza- 
tion of a natural resource. The building of canals both east and 
west of the Alleghenies was a development of a different type. 
This phase of waterway development produced artificial works of 
several distinct types. 

The first canal construction in the United States consisted of 
short channels around the falls of rivers. Such was the canal on 
the James River in Virginia, between Richmond and Westham, 
authorized in 1785. Such also was the canal on the Merrimac, near 
Pawtucket, Rhode Island, opened in 1797,1 and that on the Ohio 
between Louisville and Shippingport, Kentucky, completed in 1830.? 
Canals of this description are of the most obvious utility and offer an 
excellent prospect of quick financial return. 


Connection of Adjacent Natural Waterways 


Next in order to short détours around obstructions in navigable 
streams come projects for the connection of adjacent natural water-- 
ways. Canals for this purpose are usually longer and more expensive 
than projects on a single stream, although they too, when properly 
planned, are very useful. Illustrations of this type of improvement 


‘ Ringwalt, Development of Transportation Systems in the United States, p. 41. 
a" Dixons 01). cif. ps 10k 
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in the United States are the Middlesex Canal, connecting the Merri- 
mac and Charles Rivers in Massachusetts, opened in 1804; the Union 
Canal, 77 miles long, designed to furnish a channel between the 
Schuylkill River, near Reading, Pennsylvania, and Middletown, on 
the Susquehanna, completed in 1827; and the Chesapeake and Dela- 
ware Canal, connecting the waters of Chesapeake and Delaware 
Bays, completed in 1830.1 


Linking of River Systems 

Still a third type of canal is that which seeks to join two great 
systems of waterways, as, for example, the American rivers empty- 
ing into the Atlantic Ocean with the Great Lakes or with the Missis- 
sippi River and its tributaries. Gallatin’s report of 1808 urged, 
for instance, that a canal be built connecting the Mohawk River in 
New York with Lake Ontario, which would have provided a con- 
tinuous waterway between the Great Lakes and the Hudson River,? 
and the later Windom Committee Report of 1872, rendered like Gal- 
latin’s report to the United States Senate, not only indorsed the proj- 
ect for a water connection between the Hudson and Lake Ontario, 
but proposed: (1) a connection by canal or by a freight railway from 
the Ohio or Kanawha River through West Virginia to tidewater in 
Virginia; and (2) a communication by canal or freight railway from 
some convenient point on the Tennessee River in Alabama or Ten- 
nessee by the shortest and most practicable route to the Atlantic 
Ocean.® 

The reason why so little was accomplished during the early 
decades of the nineteenth century in the way of waterway connec- 
tion between the Atlantic seaboard and the Mississippi Valley was 
that the Appalachian Mountains lay athwart all routes except one, 
and that the cost of lock construction over the mountains was pro- 
hibitive. The result was that except in New York State the most 
ambitious projects stopped at the mountains on either side, leaving 
the intermediate transit to be accomplished by road or by rail. 


Pennsylvania State Works 


Among the proposals, nevertheless, which had as an important 
purpose the improvement of transportation facilities between the 
1 Meyer, History of Transportation in the United States before 1860, Chaps. v, vii, 


2 Meyer, sup. cit., pp. 135-136. 
3 Report of the Inland Waterways Commission, 1908, p. 587. 
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Atlantic coast and the interior, at least passing mention should be 
made of three. 

The Pennsylvania State Works were authorized by Act of the 
State Legislature of Pennsylvania in February, 1826, and were opened 
in March, 1834. They were designed to afford a connection between 
the city of Philadelphia and the West comparable with that which 
New York enjoyed by use of the Hudson River and the Erie Canal. 
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As finally constructed the Works were composed of four sections: 

1, The Philadelphia and Columbia Railroad. This line com- 
menced at the intersection of Vine and Broad Streets, Philadelphia, 
and terminated at Columbia on the Susquehanna, a distance of 81.6 
miles. 

2. The Eastern and Juniata divisions of the Pennsylvania Canal, 
extending from Columbia to Hollidaysburg, a distance of 172 miles. 

3. The Allegheny Portage Railroad. This railroad began at 
Hollidaysburg, rose 1,398.71 feet in 10.1 miles by means of inclined 


1 Bisuop, State Works of Pennsyluania. REPRODUCED BY PERMISSION OF THE Con= 
NEcTIcuT AcADEMY oF ARTS AND SCIENCES. 
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planes, crossed the summit of the mountains, and then, by the use 
of inclined planes upon the western side, descended to Johnstown, 
Pennsylvania. The total distance was 36.69 miles. 

4. The western division of the Pennsylvania Canal from Johns- 
town through Pittsburgh to the Monongahela River, a distance of 
104. miles.+ 

The entire distance between Philadelphia and Pittsburgh by the 
main line was 394.54 miles. The canals were 4 feet deep, 28 feet 
wide at the bottom, and 4o feet wide at the water line. The locks 
were 90 feet long and from 15 to 17 feet wide. The Pennsylvania 
State Works have attracted rather more attention from historians 
than they deserve, probably because of the ambitious nature of 
the project and its complete failure as a competitor to the railroad, 
and also because the Works afford useful evidence of the interest of 
seaboard cities in trans-Appalachian trade at the time when they 
were built. Of more permanent importance than this Philadelphia 
experiment were two other undertakings, one connected with the 
Potomac at Georgetown near Washington, D. C., and the other 
with Albany on the Hudson. 


Chesapeake and Ohio Canal Company 


The Potomac Canal Company was organized in 1786 to open the 
channel of the Potomac to Cumberland and to join Cumberland 
with the Ohio by means of a road. In 1823, when the Erie Canal 
was approaching completion, the plans for improvement of the 
Potomac were replaced by plans for canal connection with the Ohio. 
The route recommended was to leave the Potomac at its mouth and 
to reach the Ohio at Pittsburgh by way of the Youghiogheny and 
Monongahela Rivers. 

This ambitious project was never accomplished, but a canal was 
built from Georgetown, near Washington, to Cumberland on the 
Potomac, under the direction of the Chesapeake and Ohio Canal Com- 
pany. This canal was begun in 1828 and completed to Cumberland 
in 1851. It is still in operation, mostly for the transportation of 
coal.” 


Erie Canal 


There is no question but that the Erie Canal represents the most 
important piece of interior waterway engineering undertaken in the 


1 Bishop, State Works of Pennsyloanta. 
2 Hulbert, Historic Highways. vol. xiii; Ringwalt, sup. cit., p. 43- 
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United States before 1855. It ran from Albany on the Hudson to 
Buffalo on Lake Erie, and therefore falls within the class of improve- 
ments designed to connect river systems emptying into the Atlan- 
tic with the Great Lakes. 

The great natural advantages which the Erie Canal enjoyed 
from an engineering point of view were, first, that its route lay 
through the only continuous gap in the Appalachian range between 
Maine and Georgia, and second, that central New York State, 
through which the canal passed, was well supplied with lakes and 
rivers which could either be used directly or which served as sources 
of water supply. 

These advantages made the construction of the Erie Canal 
possible. What made it profitable was the fact that it opened on the 
west upon a splendid natural highway—the Great Lakes, and 
that it was able to draw to itself the trade of western New York, 
northwestern Pennsylvania, Ohio, and Indiana, through the lake 
system and subsidiary canals which were presently built between the 
Lakes and the Ohio River. Like the Mississippi River, the Erie 
Canal route joined together two occupationally distinct territories. 
On the east lay the industrial seaboard, on the west the agricultural 
states of the Northern Mississippi Valley. The two districts were 
complementary one to the other and exchanged products readily as 
soon as facilities were built. 


Dimensions, Cost, Ete. 


The formal beginning of the Erie Canal took the form of an Act 
of the Legislature of the State of New York, dated April 15, 1817, 
authorizing the construction of canals between the Mohawk and 
Seneca Rivers, and between Lake Champlain and the Hudson River. 
This bill passed the State Assembly by 51 to 40 votes, and the Senate 
by 18 tog. It deserves to be recorded that all the representatives of 
the City of New York in either house voted against it. 

Actual excavation commenced at Rome on July 4, 1817; on Oc- 
tober 26, 1825, the first boat passed through from Lake Erie to the 
Hudson, and in November, 1825, the completion of the canal was 
celebrated in New York City. 


The original dimensions were as follows: 


Niidtheneisuitace.s, 4.3 i. 0:ostd sae eee 40 feet 
Whideh aeibottonmio .t54.\ 000s. See | oe eee Pista tN 
Depehioliwater, «5 ene certs oe eee age 


Report of Inland Waterways Commission, 1908, p. 215. 
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ME eae nh w PAE ne re toh tN els Riya Se 675% feet 
Number GMlocks. spcaysi oto hy ci hee ee he tae 83 
DMO Ce KG merle eRe Ban TeOe Hel si fab yea ral RRM bare aa Gosxins 
Burden of boats 
BNCTC Ay Oh eee Was Hee parent tity tigate dat ead greene 70 tons 
se RACVIMNI ae et iy Silt OY Sam Act a 5.0.8 RAE 7 One 


The estimated cost of the canal was $4,926,738, and the actual cost 
67,143,789. Between 1836 and 1862, the Erie Canal was enlarged 
at a cost of $44,465,414 to take boats of 240 tons capacity with a 
draft of 6 feet—the depth of the canal being increased to 7 feet, the 
width at surface to 70 feet, and the width at bottom to 56 feet.} 

In 1903 the people of New York State authorized a further en- 
largement to a minimum depth of 12 feet, a width at surface of 
123 feet, and a width at bottom of 75 feet. This is as deep a channel 
as the minimum ruling depth upon the Hudson River between Hud- 
son and Waterford (11 feet). Present locks are designed to pass 
a self-propelled barge of 1,500 tons with a towed barge of equal 
capacity. The estimated cost of the improvement of 1903 was $101,- 
000,000, but the actual expense to and including 1924 was $230,881,- 
000. Work was begun in 1905, and the enlarged canal opened to 
traffic in 1918. 


New York Barge Canal 

The Erie Canal is now known as the New York Barge Canal. 
Its route is indicated upon the map on page 24. 

While the present route of the Barge Canal differs in detail from 
that of the original Erie Canal, examination of the map will show 
that the differences are of a minor character. Perhaps the most in- 
teresting change consists of the abandonment of most of the branches 
which were originally intended to extend the influence of the canal 
to the southern borders of New York State. ‘The branch north 
from Rome, also, though not formally abandoned, is not in a con- 
dition to serve any useful purpose.” 

What is left is a main line from the Hudson River to Lake Erie, 
with side routes to Oswego on Lake Ontario, to Whitehall on the 
way to Lake Champlain, and to Lakes Cayuga and Seneca, a total 
length of approximately 450 miles. 


1 [bid, p. 211. Figures cited in the text refer to the main Erie Canal, and not to its 


various branches. 
2 Annual Report of the Department of Public Works, State of New York, 1924, 


Pp. 20. 
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Business of the Erie Canal 


Under present conditions the Erie or Barge Canal is of secondary 
importance, but it deserves recognition as a factor in the economic 
history of the United States at least as late as 1873. In its early 
years it provided the only inexpensive means for freight carriage be- 
tween the Atlantic seaboard and the Great Lakes. 


= 


aoe ) 
ab | 
CA./ | 
| 
yi | 
| 

| 


CANAL MAP 
OF THE STATE OF EXPLANATION 


NEW YORK EIsTING. CANALS 
ABANDONED CANALS 
ABANDONED CANALS RETAINED AS FEEDERS, << 


CANAL Map oF THE STATE OF NEW YorK* 


McMaster’s History of the United States describes the traffic on 
the Erie Canal shortly after its completion as follows: 


“Three horses, walking one before the other, dragged the 
boat four miles an hour, and by dint of relays every eight 
miles Utica was reached in just twenty-four hours. . . . At~ 
the end of the fourth day from Schenectady the jaded traveller 
reached Buffalo, three hundred and sixty-three miles by canal 
from Albany... . Fifty boats starting westward from Albany 
day after day was no uncommon sight. During 1826 nineteen 


i 1 . 
United States Department of Commerce, Bureau of Foreign and Domestic Com- 
merce, Inland Water Transportation in the United States, 1923. 
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thousand boats and rafts passed West Troy on the Erie and 
Champlain Canals. The new business created by this immense 
movement of freight cannot be estimated. Before the Cham- 
plain Canal was opened there were but twenty vessels on the 
lake. In 1826 there were two hundred and eighteen bring- 
ing timber, staves, shingles, boards, potashes, and giving 
employment to thousands of men in navigation, shipbuilding, 
and lumbering. Rochester became a flour-milling centre, and 
turned out one hundred and fifty thousand barrels a year. 
Even Ohio felt the impetus, and boats loaded with pig-iron 
from Madison County were seen in the basin at Albany. Or- 
ders for cherry boards and dressed lumber were received at 
Buffalo from Hartford and from dealers in Rhode Island. The 
warehouses along the canal bank at Buffalo were filled with the 
products of the East and the West; with wheat, grain, lumber, 
posts and rails, whiskey, fur and peltry bound for the markets 
of the Atlantic, and with salt, furniture, and merchandise bound 
for the West. 

“To the people of the West the opening of the canal was 
productive of vast benefit. Said a Columbus newspaper: ‘It 
takes thirty days and costs five dollars a hundred pounds to 
transport goods from Philadelphia to this city; but the same 
articles may be brought in twenty days from New York by 
the Hudson and the canal at a cost of two dollars and a half a 
hundred. Supposing our merchants to import on an average 
five tons twice a year; this means a saving to each of five hun- 
dred and sixty dollars.’ It meant, indeed, far more: it meant 
lower prices, more buyers, a wider-spread market, increased 
comfort for the settlers in the new States, and, what was of 
equal importance, an impetus to internal improvements which 
should open up regions into which even the frontiersman would 


not go.” 4 


Connection Between the Great Lakes and the Mississippi River 


A connection through Ohio and Indiana was undertaken after 
the opening of the Erie Canal for the purpose of extending the 
benefits of the new waterway to districts south of the Great Lakes. 
Canals were built with this object between Evansville, Cincinnati, 
and Toledo (opened 1828), between Portsmouth on the Ohio and 


1 McMaster, History of the United States, vol. v, pp. 134-136. 
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Cleveland (opened 1832), and between Erie, Pennsylvania, and 
the vicinity of Pittsburgh.’ 

In 1835 there was shipped from Ohio alone to New York by way 
of the Erie Canal, 86,000 barrels of flour, 98,000 bushels of wheat, 
2,500,000 staves, and much miscellaneous freight. In 1846, Buffalo 
exceeded New Orleans in its receipts of flour and wheat. Lard, 
bacon, and other Western produce were also in part diverted from 
the southern Mississippi River route. These products, however, 
still mostly went by river, in contrast to breadstuffs, which tended 
toward the Lakes.? 


Statistics of Shipments Over the Erie Canal 


In later years the traffic over the Erie Canal has been subject to 
wide variations. 
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1 Meyer, sup. cit., pp. 280 ff. 
* Dixon, sup. cit., p. 25; Poor, “Sketch of the Rise and Progress of the Internal 
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* Report of Inland Waterways Commission, 1908, p. 219. 
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Business grew steadily till 1872-73, and then again, after the panic 
of 1873, up to 1880. But it is evident that after 1880 the falling 
off in canal business was persistent. These statements relate to 
absolute tonnage handled. If one considers the relative importance 
of canal and railroad traffic, the figures are still more striking. The 
following table shows the tonnage on the New York Central and 
Erie Railways and on the New York canals at ten year intervals 
from 1853 to I9I5. 


TONNAGE ON NEW YORK CENTRAL AND ERIE RAILWAYS AND NEW YORK CANALS, 


1853-1915 ! 
New York 

Year Central Erie Canals Total 

TOSS eer wee obec 360,000 631,039 4,247,853 5,238,892 
iMcLO is Me cere cee 1,449,604 1,815,096 Bins 7,092 8.822392 
MOS ee are oelcersic 5,522,724 Onsen 702 6,364,782 18 ,200, 208 
HIGISS a Gueiehs oleanere 10,892,440 13) 610), 623 5,684,956 30,188,019 
POO? Ra anu av 21. a2 O72 17,309,198 4,031 ,963 A2,653 233 
LOOS Pac ae cee 38,081 ,380 30,586,743 BF OLORsO5 2,284,508 
iO) (eanea ce enone: 55,582,087 40,026,986 DOOD. 235 98 , 211, 308 
LONE ME ees, eae 64,287, 881 BS TIO) 1,858,114 IOI , 403 , 734 


It was the decline in tonnage after 1880, and still more the de- 
crease in the total amount of business done by the New York canals 
as compared with the railroads, which led to the construction of 
the New York Barge Canal. The effect of the enlargement has 
been to increase the tonnage moved on the canal system from 1,154,- 
328 tons in 1918 to 2,032,317 tons in 1924—a large gain, but not 
one which has raised the canal even to the level of a moderate-sized 
railway from the point of view of the carriage of freight. 


Reasons for Decline in Canal Traffic 


The falling off in Erie Canal traffic is to be ascribed in part to 
shifts in the location of sources of production of articles upon which 
the canal relied. Thus the decline in iron ore is due to the decreased 
production of the Lake Champlain mines, the decline in lumber to 
the cutting of the New York and Michigan forests, and the decrease 
in coal shipments, at least in part, to the extensive use of bituminous 
coal, mined in regions not directly accessible for coal shipments.” 
But this is not the whole story, for local traffic has been lost to the 
automobile because the motor truck gives better service than the 

1 Report of the Inland Waterways Commission, 1908, p. 227; United States Depart- 
ment of Commerce, Bureau of Foreign and Domestic Commerce., Inland Water Trans- 


portation in the United States, 1923, p. 36. 
2 Fairlie, “New York Canals.” Quarterly Fournal of Economics, February, 1900, 
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canal boat, and grain has gone to the railroad for the same reason. 
Canal service is slow, seasonal, subject to interruptions by flood or 
by accident to the locks, and unable to seek out and develop new 
types of business originating at a distance from its route. In spite 
of certain natural advantages and the expenditure of large sums of 
money, the canal is a poorer transportation instrument than the 
railroad for the carriage of most kinds of freight. 


New York Ship Canal 


The failure of even the enlarged Erie Canal to attract expected 
business has led to renewed plans for improvements that recall the 
ambitious projects for extension and deepening of the Mississippi. 
Briefly stated, present proposals look to the construction of a 20- or 
a 25-foot waterway from Lake Erie or Lake Ontario to the Hudson 
River. There are three possible routes discussed: from Oswego on 
Lake Ontario to the Hudson River, following in general the present 
New York State Barge Canal, but entering the Hudson at Albany 
via Normans Kill; from Buffalo to the Hudson, in general following 
the Barge Canal; and from Lake Ontario va the St. Lawrence River, 
Lake St. Francis, and Lake Champlain to the Hudson. Meanwhile 
the River and Harbor Act, approved March 3, 1925, provides for 
increasing the depth of the river from the Albany-Greenbush bridge 
on the Hudson to 27 feet at mean low water, which would give a 
minimum 25-foot channel from Lake Ontario to New York, or from 
Lake Erie to New York if the Buffalo route were adopted or the 
Welland Canal sufficiently enlarged. 

Such a channel would conceivably permit ocean-going vessels with 
a tonnage in excess of 8,000 tons to proceed from New York to the 
Lakes. It is, however, doubtful whether vessels of this description 
will ever actually embark on a canal 185 miles long (Oswego to the 
Hudson) and with a standard width of only a few hundred feet. 


Engineer’s Report Unfavorable 


The last Engineer’s Report was emphatically of the opinion (1) 
that of the three routes proposed, the shortest, by way of Oswego, 
was the best; (2) that if a canal were built it should have a depth of 
25 feet, not of 20 feet; and (3) that it was unlikely that even a 
25-foot ship canal would save as much as the sum of its interest, 
maintenance, and operating charges. : 

These conclusions were based on the premise that a 25-foot canal 
would cost about $506,000,a00, that interest, sinking fund charges, 
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and maintenance would amount to $30,360,000, and that the annual 
probable savings would be $22,500,000, including reductions in rate 
upon traffic which continued to move by rail as well as that which 
was diverted to the new canal. Space does not permit the reproduc- 
tion of the very careful estimates of business to be expected by a 
ship canal through New York State, except to say that grain con- 
stituted the principal item, with coal, ore, and oil following in the 
order named. It is possible, of course, that this report is unduly 
pessimistic, but it is the result of careful study by an independent 
board, and is likely to discourage prosecution of the New York 
project for some time to come. 


Great Lakes 


The last form of inland waterway transportation which we shall 
mention is that of the Great Lakes. Figures given in the preceding 
chapter show that the Great Lakes now carry a larger tonnage than 
all of our other inland waterways combined.” 
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THE GREAT LAKES 


Prior to the opening of the Erie Canal, however, the Lakes pos- 
sessed no such importance, for Western settlements before 1825 were 


1 Reports from the Chief of Engineers on preliminary examination and survey of 
deeper waterway from the Great Lakes to the Hudson River suitable for vessels of a 
draft of 20 or 25 feet, Sixty-ninth Congress, First Session, H. R. Doc, No. 288. See 
also Sixty-ninth Congress, Second Session, H. R. Doc. No. 7. 

2 United States Department of Commerce, Bureau of Foreign and Domestic Com- 
merce, Inland Water Transportation in the United States, 1923. 
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attracted by the Ohio River rather than by the Lakes, and except in 
Ohio there was no large group of settlers in 1825 north of the water- 
shed which separates the rivers emptying into the Lakes from those 
emptying into the Mississippi. In fact, even in Ohio the communities 
upon the Lake Erie shore were few and unimportant.t This meant 
that the foundations for Lake commerce were lacking until the com- 
pletion of the Erie Canal on the east and the Ohio canals upon the 
south made Lake Erie a link in a route which neither began nor 
ended on her shores. 

The real use of the Great Lakes began with the working of the 
iron-ore deposits of Lake Superior and with the extension of wheat 
production to districts west and northwest of Duluth. For such 
traffic, Lakes Superior, Huron, and Erie afforded a route as direct as 
that supplied by rail, while the depth of water and freedom for 
maneuvering in these inland seas made it possible to perfect a type 
of bulk steam carrier which reduced the cost of transportation to 
extremely low figures. 


St. Mary’s Falls Canal 


There are only two points upon the Great Lakes where it has been 
necessary to construct extensive works in order to facilitate trans- 
portation. The first of these is at St. Mary’s Falls in the narrows 
between Lake Superior and Lake Huron, and the second is at the 
Falls of Niagara, between Lake Erie and Lake Ontario. 

Previous to 1855, the passage of freight to and from Lake Superior 
necessitated a portage of one mile around the St. Mary’s Rapids, 
and traffic was relatively light.2 The first ship canal, built on the 
American side of the river, was opened in 1855, and in 1895 a canal 
on the Canadian side was added. The original American canal had 
a depth at low water of 10 feet. The Canadian canal was 19 feet 
deep, and the improved American canal now in use has a normal low 
water depth of 20 feet. 


Welland Canal 


The other critical point in Lake navigation is between Lakes On- 
tario and Erie. The Welland Canal around Niagara Falls was 
opened in 1829, with a depth of 8 feet. This was subsequently 
increased to 14 feet, where it now stands. Meanwhile, channels in 


1 Paxson, History of the American Frontier, chap. xxx, p. 268. 
? United States Department of Commerce, Bureau of Foreign and Domestic Com- 
merce, Inland Water Transportation in the United States, 1923, p. Bee 
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the St. Clair River and harbor entrances on the Lakes have been 
deepened until the minimum depth between Buffalo and the head 
of Lake Superior is between 18 and 20 feet.1_ This permits of vessels 
with a capacity as high as 15,000 tons. The most favored type of 
modern lake freighter is 600 feet long, with a capacity of 12,000 tons 
—although the average vessel is, of course, still of considerably 
smaller dimensions. 


Extent of Traffic Upon the Great Lakes ) 


The construction of canals and the deepening of channels at the 
points mentioned now enable shipping lines on the Great Lakes to 
operate large vessels from Duluth and Fort William to Lake Erie 
ports, and in this way to reduce the ton-mile cost of transporting 
commodities such as ore and grain to a figure far below that which 
any other inland waterway in the United States can hope to attain. 
Instead of being driven from the field as the Erie Canal has been, 
the Lakes increased their tonnage up to about 1912 and have, on 
the whole, maintained it since that time. This statement is based 
upon the report of the Commissioner of Navigation relative to the 
tonnage of steam vessels documented on the northern lakes, from 
which the following figures are taken: 


STEAM VESSELS DOCUMENTED ON THE NORTHERN LAKES, 1868-19252 


Year Number Gross tonnage 
TS Spare reer Meee tee eins heen oa Oe hy 624 144,117 
TO OOM Mi. Lm tree Me mana sera erie «kee T5277) 652,923 
GNM e ee Ree ey Cra RAR ARON Cre Gr hers Orr DOT, 2,508,469 
IONS Molo d oe ae OM Od ome aman aaee are 2,348 2,487,945 
LOD OMT Alas wee Great nalt ae tee 2,456 ASIA), S515 
US 212 Meee a Aes ANT acl ee eee ect ernn in ices 2228) DeASO a5 2 
NG DIG re ways Maye Noe Seon aegis aon) Aloe ecate 805 2,515,958 


Figures of business done show that the tons of freight handled 
through the St. Mary’s Falls canals, which may perhaps be taken 
as representative of the business of the Lakes as a whole, increased 
up to 1916, then declined, but between 1921 and 1923 regained 


1Report from the Chief of Engineers on preliminary examination and survey of 
deeper waterway from the Great Lakes to the Hudson River, etc., Sixty-ninth Con- 
gress, First Session, H. R. Doc. No. 288, p. 19; Report of Joint Board of Engineers 
appointed by the Governments of the United States and Canada on St. Lawrence 
waterway project, 1926. The actual controlling depth during the season of 1925 was 
18 to 19 feet. 

2 United States Department of Commerce, Bureau of Foreign and Domestic Com- 
merce, Inland Water Transportation in the United States, 1923, p. 49; Commissioner 
of Navigation, Merchant Marine Statistics, 1925, p. 9. 
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approximately their position of seven years before. The character of 
the traffic of the Lakes will be considered in Chapter X. 


Depth of Channel Between Port Colborne and the Mouth of 
the St. Lawrence River 


The similarity from several points of view of lake and ocean navi- 
gation and the unusual size and capacity of the St. Lawrence River 
have led to proposals to create a ship channel between Montreal and 
the Lakes. This is a much more promising undertaking than either 
the Great Lakes-Gulf waterway or the New York Ship Canal project. 

At the present time the channel in the St. Lawrence River from 
the Strait of Belle Isle to Montreal, 1,003 statute miles, has a depth 
of 30 feet and a minimum width of 450 feet. From Montreal to 
Lake Ontario is a distance of 182 statute miles, of which a total 
of 46 miles are in six lateral canals, having a depth of 14 feet and 
lock dimensions of 270 by 45 feet. The canals are separated by 
stretches of navigable water. Above the canalized section there 
is a depth of 30 feet for a distance of 68 miles to Lake Ontario. 
From the foot of Lake Ontario to the Welland Canal there is a 
distance of 160 miles with free navigation. The Welland Canal 
itself is 2634 miles long, with 25 locks and a depth of 14 feet. 

In order to open a passage for ships drawing 25 or 30 feet of water 
from Belle Isle to Lake Erie it is necessary only to deepen the 
Welland Canal and the lateral canals just mentioned, and to im- 
prove in addition such portions of the remaining stream bed as may 
be unsafe for large ships. The total requiring treatment, exclusive 
of the Welland Canal itself, is estimated at 67 miles.) It may be 
added that by proper construction the length of canal navigation in 
this distance may be reduced. The project submitted to the Inter- 
national Joint Commission of 1921 provided for only 33 miles of 
canals, the balance of improved waterway consisting of deep pools 
in which vessels could proceed at normal speed. 

As a matter of fact, the Canadian Government has already under- 
taken to enlarge the Welland Canal to a minimum depth in the earth 
cuts of 25 feet, and structures are being sunk to a 30-foot depth, so 
that they can be easily deepened again by dredging if this seems 
desirable.” There will be five lift locks, 820 feet long, with a depth 
of 30 feet of water over the miter sills. 

‘Ritter, Transportation Economics of the Great Lakes-St. Lawrence Ship Canal, 1925, 
Ppa Li12. 


* Ritter, sup. cit., p. 13; Report from the Chief of Engineers on preliminary exami- 
nation and survey of deeper waterway from the Great Lakes, etc., sup. cit., p. 20. 
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St. Lawrence Ship Canal Project 


With respect to the recent history of the St. Lawrence Ship Canal 
project, reference may be made to the treaty of 1909 between the 
Governments of the United States and Great Britain relating to the 
beneficial use of the waters of the St. Lawrence between Montreal 
and Lake Ontario. 

On January 21, 1920, the Governments of the United States and 
Canada, acting under the provisions of Article IX of this treaty, 
referred to an International Joint Commission a series of questions 
bearing upon the character, cost, and probable benefit of improve- 
ments in the St. Lawrence River between Montreal and Lake On- 
tario designed to make the river navigable for deep-draught vessels 
of either the Lake or ocean-going type. This commission reported 
under date of December 19, 1921. 

In May, 1922, Secretary Hughes advised the Canadian Govern- 
ment that President Harding favored the negotiation of a treaty to 
be framed on the basis of the report of the joint commission, or such 
modifications as might be agreed upon. To this Premier King re- 
plied from Ottawa that the Canadian Government did not consider 
the time opportune for the negotiation of a treaty. In 1924, how- 
ever, the Governments of the United States and Canada appointed, 
each for itself, a national committee of nine members to advise on 
all questions that might arise in the consideration of the project for 
the improvement of the St. Lawrence. The chairman of the Cana- 
dian committee was George Perry Graham, Minister of Railways 
and Canals, and the chairman of the American committee was Her- 
bert Hoover, Secretary of Commerce. The two governments also 
erected a joint board of engineers, consisting of three members rep- 
resenting Canada and three members representing the United States, 
and submitted to this board a new list of questions relating to the 
cost and practicability and incidental effects of the proposed St. 
Lawrence improvements. This board reported in November, 1926, 
and the report of the American national committee followed on 
December 27th of the same year. 

About the same time, on December 31, 1926, the Bureau of Foreign 
and Domestic Commerce of the United States Department of Com- 
merce published a survey of the economic aspects of the proposed 
waterway improvements between the Great Lakes and the Atlantic 
seaboard which assembled a considerable amount of statistical data. 
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Estimated Cost 


It appears from the foregoing that the most comprehensive and 
authoritative information at present available regarding the St. Law- 
rence project is that contained in the reports of the International 
Joint Commission of 1921 and in reports made by or prepared for 
the United States committee of 1924. 

Summarized briefly, the engineers of the Commission of 1921 esti- 
mated the cost of a 25-foot channel from Lake Ontario to Montreal, 
including six locks with a depth of 30 feet over the sills, at $252,- 
728,200. For a 30-foot channel the estimate was increased by $17,- 
986,180 to a total of $270,714,380. This estimate included no 
allowance for putting the six existing canals in this route out of 
commission, nor was any allowance made for the charter rights and 
privileges, whatever they might be, of the New York and Ontario 
Power Company, at Waddington, New York. On the other hand, 
the estimate did include the cost of power houses equipped to de- 
liver 1,464,000 horsepower annually. According to the Commission, 
the work could be completed in eight years.1 

The Joint Board of 1926 estimated the cost of a 25-foot channel 
from Lake Ontario to Montreal, including eight or nine locks, at 
$350,100,000 or $385,500,000, according to the alternative adopted. 
These plans included power houses initially installed to deliver 
1,365,000 horsepower annually, but with an ultimate installed ca- 
pacity of from 2,619,000 to 2,730,000 horsepower at an additional 
expense of $23,900,000 to $38,100,000.” The increase of the Board’s 
estimates over those of the Joint Commission was explained by 
the Board to be due partly to the more accurate data available in 
1926, and also partly to measures proposed in 1926 to provide a 
fuller power development on the St. Lawrence and to insure more 
satisfactory winter operation than was contemplated in 1921. The 
time required to complete the work was set at from seven to eight 
years, substantially as estimated by the Commission of 1921.3 


‘Report of the International Joint Commission concerning the improvement of the 
St. Lawrence River between Montreal and Lake Ontario for navigation and power, 
ae Sixty-seventh Congress, Second Session, Sen. Doc. No. 114, Ser. 7972, pp. 168- 
169. 

® The expense of improving the river for navigation alone was estimated at $167,- 
720,000. 

* Report of Joint Board of Engineers appointed by the Governments of the United 
States and Canada, November 16, 1926. The report of the Joint Board of Engineers 
in i926 includes a careful study of the various diversions of water from the Great 
Lakes and a consideration of proposals for artificial regulation. The Board was gen- 
erally opposed to regulation as expensive and impractical, although it did contemplate 
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Character of Ships Which Would Use an Improved St. 


Lawrence 


The best recent discussion of the type of vessels which are likely 
to use an improved St. Lawrence is to be found in the report of the 
Joint Commission of 1921, The weight of expert opinion summarized 
in this report is that present Lake freighters are not suitable for 
ocean or narrow-channel navigation. Such vessels are limited to a 
draught of 20 feet because of the available depth of water in the 
Lakes, and to a width that cannot much exceed 60 feet at present 
because of the limitations of approved types of loading and unloading 
machinery. On the other hand, they secure capacity by increasing 
length, until a typical lake carrier of 14,000 tons will exceed an 
ocean vessel of the same tonnage in length by 150 or 200 feet.!. The 
length of the Lake freighters makes them difficult to maneuver, while 
their shallow draught makes them unstable in heavy seas. Lake 
boats are not, therefore, likely to frequent the St. Lawrence or to 
engage in coastwise, or still less in transoceanic, navigation. 


Whether Ocean-going Vessels Will Ascend to the Great Lakes 


There is no consensus of opinion with respect to the use of ocean 
vessels on inland waterways. 
Those who take the view that ocean vessels cannot be expected 


some dredging and the construction of dikes or sills at certain places to affect stream 
flow in the Niagara and St. Clair Rivers. The Board pointed out that regulative 
works might be administered to serve either of two divergent purposes. They could 
be used to decrease the fluctuations in Lake levels for the benefit of navigation and of 
riparian interests on the Lakes, at the expense of the outflow into the St. Lawrence; 
or they could be used to improve the outflow into the St. Lawrence for the benefit of 
power production and of navigation on the lower river, at the expense of the levels of 
the Lakes. If regulative works were operated to decrease fluctuations in Lake levels 
for the benefit of navigation and of riparian interests on the Lakes, they would serve 
primarily American users; if they were operated to improve the outflow into the St. 
Lawrence for the benefit of power production and of navigation on the lower river, at 
the expense of the levels of the Lakes, they would yield their chief benefits to Canadian 
consumers. This conflict in interest might conceivably cause difficulties between 
Canada and the United States. The Joint Board of 1926 pointed out concretely that 
in case a future deficiency in water supply should occur, the question would arise 
whether the emergency should be met by holding back water in the Lakes at the 
expense of the St. Lawrence, or whether the navigable depth in Montreal Harbor 
should be maintained at the expense of Lake navigation. Such obstacles presented 
by national divergencies in interest are not insuperable, but they are worth mention- 
ing, and they undoubtedly tend to delay a comprehensive treatment of the Great 
Lakes-St. Lawrence problem. 

1Ritter, Transportation Economics of the Great Lakes-St. Lawrence Ship Canal, 1925, 


Pp. 55. 
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to use the St. Lawrence or the Great Lakes make the following 
points: 


1. The most economical ocean vessel is at present of 30 feet 
draught or even more. Lake ports and channels generally cannot 
accommodate such craft even if they pass through the St. Lawrence 
and the Welland Canal. 

2. Operation through locks in waters of restricted depth and in 
narrow channels involves delay. Ocean vessels are expensive, time 
is a factor, and delay destroys profits. 

3. River and canal navigation is dangerous, and insurance rates 
correspondingly high. The dangers in the St. Lawrence include 
fog, and at some seasons of the year ice, as well as the dangers due 
to shallow channels and limited maneuvering space. 

4. Outgoing vessels from the Lakes cannot count on full loads, 
because the bulk of the available traffic will be eastbound. 


Those who believe that ocean boats can and will enter the Great 
Lakes if the proposed improvements are completed reply: 


1. Most vessels which enter or leave American harbors draw less 
than 25 feet, and most of our imports and exports are carried in such 
vessels. 

2. Experience on the St. Mary’s Falls canals and on the Atlantic 
seaboard seems to show that the restricted channels of the St. Law- 
rence and the Great Lakes offer no particular problem to ocean- 
going ships. More or less restricted channels are found at the 
entrances to nearly all the big seaports. 

3. Both as regards fog and ice, the St. Lawrence route to Europe 
compares not unfavorably with the customary steamer lanes from 
north-Atlantic ports. 

4. Excluding grain, the imports into the territory tributary to the 
St. Lawrence route balance the exports from that territory. Grain 
certainly causes an excess movement eastward, but many ocean 
ports are prosperous in spite of equal disparities. 


It is scarcely possible yet to decide confidently between these 
opposing views. It is probable, however, that only moderate-sized 
ocean vessels at best will reach the lakes even after the St. Lawrence 
will have been improved, and it should be remembered that climatic 
conditions will bar even these boats during five months of the year. 
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Volume of Traffic 


The International Joint Commission ventured no estimate of the 
amount of traffic which might be expected to move on an improved 
St. Lawrence River. The National Committee of 1924, however, 
basing its conclusions upon the investigations of the United States 
Department of Commerce, concluded that the potential traffic of 
such a waterway would amount to between 18,600,000 and 23,600,000 
tons. In arriving at this figure the customs declarations of United 
States exports were examined for the years 1921-24, and the tonnage 
was computed of the most important export commodities originating 
in states tributary to the Great Lakes and shipped to the seaboard 
between the months of May and November. To this figure was 
added an allowance for Canadian export wheat, an allowance for 
intercoastal traffic, and an estimate for imports based upon the im- 
portation between 1921 and 1924 into the same tributary states of 
articles of a type which might be expected to make use of water 
carriage. This provided the basis for a rough guess at the volume 
of traffic that might possibly use the St. Lawrence River if improved, 
always assuming that the river could compete with railroad routes 
between the seaboard and the lakes. On this point, the Department 
of Commerce took the view that costs by river would be low enough 
to attract rubber, coffee, tea, newsprint, and wood pulp westbound, 
and, eastbound, to secure for the St. Lawrence route a long list of 
commodities, including meat products, copper, iron and steel, ma- 
chinery, automobile parts, and wheat. 


Possibility of Railroad Development in the Great Lakes Area 

Generally speaking, the Joint Commission believed that the rail- 
roads of the United States were in need of extensive improvements, 
but that their credit was poor and their ability to raise the necessary 
billions problematical. While it observed that the railroads of 
Canada had surplus capacity, the Commission was convinced that 
the facts called for the opening of new transportation channels. ‘To 
this conclusion the National Committee added the observation that 
a deep shipway between the Lakes and the Atlantic Ocean would 
lessen the economic handicaps of adverse transportation costs to an 
area in the interior of the continent occupied by 40,000,000 people. 


Advantages and Disadvantages of Water Transportation in 
General 
On this whole question of waterway improvement there are two 
sharply defined opinions in the United States. 
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One view is that expressed by Mr. Hoover, who contends that 
the capital cost of new expansion will be less by water than by 
rail, and that increased depth of water and technical improvements 
in equipment upon our waterways will make them once more the 
most economical means of transport for many kinds of goods. The 
underlying reasons for the position of advocates like Hoover are two: 
first, that rivers and lakes are facilities which nature provides, in a 
measure, free of expense; and second, that the tractive effort re- 
quired to move a ton of freight in a water-supported vehicle is less 
than is required to move the same freight in a wheeled vehicle oper- 
ating upon the land. 

The contrary view to that just stated is that it will cost more in 
most cases to make a waterway serviceable and to maintain it than 
to build and maintain a railroad of equal capacity. This conclusion 
in turn rests upon several assumptions, which can be distinguished. 
Nature does not provide canals, it is pointed out, and, even though 
she creates rivers and lakes, she does not always make them naviga- 
ble. Naturally the cost of improving different streams will vary, 
but it may easily be large. Again, water service is slower than rail 
service, and less flexible because more localized. And finally, the 
lower tractive effort is said to be offset by the necessity of trans- 
shipment. Freight rarely originates upon the waterway or is con- 
signed to a destination on its banks. Goods must, therefore, use 
the rail even for most water hauls, and transshipment is expensive. 
These are not all the elements in the controversy upon either side, 
but they indicate the trend of the discussion. 


Conclusions With Respect to Great Lakes-St. Lawrence Water- 
way 

It will readily occur to the reader that the weight to be given to the 
various considerations mentioned will depend upon the facts in each 
case. ‘The common arguments for the St. Lawrence waterway are 
strong because in this instance the improvement of short stretches of 
river navigation will open a connected route of 1,800 miles, and be- 
cause the size and depth of the Lakes permit the use of large ships. 
On the other hand, there will be difficulties in this instance in per- 
suading voters in the two countries concerned to supply funds, be- 
cause Americans will hesitate to appropriate funds for the 
development of Canadian waterways and Canadians will hesitate 
to encourage competition with their government-owned railways. 
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THE INVENTION OF THE RAILROAD AND ITS INTRO- 
DUCTION INTO ENGLAND AND CON- 
TINENTAL EUROPE 


To unpErsTAND the modern railroad we must refer to experience in 
England which came to fruition toward the end of the eighteenth 
century. This experience related in part to the roadbed upon which 
wheeled vehicles could be run, and in part to the use of steam as a 
propelling power. 


Early Experiments With Steam Power for Transportation 


The possibility of using power derived from combustion in order 
to move wheeled vehicles occurred to many men toward the last 
of the eighteenth and early part of the nineteenth century. There 
are four names which are usually associated, however, with the de- 
velopment which led to the placing of the steam engine on wheels and 
its use as a tractive agent—namely, that of a Frenchman, Joseph 
Cugnot; that of an American, Oliver Evans; and those of two 
Englishmen, Richard Trevithick and George Stephenson. Of these 
men, Cugnot was a retired military engineer, Evans an American 
wheelwright, Trevithick a Cornish engineer and inventor, and Steph- 
enson a coal-mine mechanic resident in the north of England. 

Cugnot’s first carriage was built in 1769. It was a three-wheeled 
vehicle, put in motion by an engine composed of two single-acting 
cylinders, the pistons of which acted alternately on a single front 
wheel. When tried upon a road, it succeeded in carrying four per- 
sons at a speed of about two and one-fourth miles an hour; but 
because of the small size of the boiler, it was compelled to stop 
every twelve or fifteen minutes in order to raise more steam.! 

Evans, in the United States, experimented with the steam engine 
in 1800 or 1801, and three years later constructed an engine of five 
horsepower which he placed upon a large scow mounted upon wheels. 
Evans succeeded in driving this primitive carriage through the 
streets of Philadelphia, after which he launched it upon the Schuyl- 
kill River, and, attaching a paddle-wheel to its stern, propelled it 


downstream sixteen miles to the junction of the Schuylkill and the 
Delaware. 


Smiles, Lives of the Engineers: George and Robert Stephenson, p. 77. London, 1904. 
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Richard Trevithick gained his first experience in working and 
repairing pumping engines in the tin mines of Cornwall, England. 
In 1803 he built a steam carriage which was tried upon the public 
road in one of the Cornish mining towns. Somewhat altered and 
improved, this engine was successfully exhibited in London. In 
1804, Trevithick built a locomotive to run on rails which proved 
able to draw ten tons of bar iron, together with necessary carriages, 
water, and fuel, nine miles at the rate of five and one-half miles an 
hour. 

George Stephenson, like Trevithick, worked as a young man with 
the pumping engines then used in England to keep mines clear 
of water, though his experience was with the coal mines of Northum- 
berland rather than with the tin mines of Cornwall. He also operated 
a winding engine used to draw up coal from the pit. In 1812, when 
he was thirty-one years of age, he was appointed engine-wright in 
one of the more important collieries of his district. During the 
years 1813 to 1815, Stephenson interested his principals in the proj- 
ect of constructing a locomotive engine, mounted on wheels and 
driven by steam, which should replace horses in hauling the coal 
taken out of the mine from the mine to tidewater. Stephenson’s first 
engine of this type in 1814 drew eight loaded carriages of thirty 
tons weight each at a speed of about four miles an hour on an 
ascending gradient of 1 in 450. His second engine, in 1815, was even 
more successful.! 


Development of the Permanent Way 


Meanwhile in England considerable progress had been made in 
improving the surface over which certain kinds of vehicles were 
drawn. Apart from the general amelioration of the roads, there were 
districts in which it proved profitable to build long stretches of 
narrow tracks made of stone or wood in order to reduce the cost 
of traction. These stretches were known as “way-leaves,” because 
in establishing them it was necessary to get permission or “leaves” 
for rights of way over private land, and they were serviceable for 
the haul of commodities like coal, particularly when the shape of 
the land made it possible to secure a downgrade on the loaded and 
an upgrade on the light or return haul between the mines and tide- 
water. 

During the last of the eighteenth and the first part of the nine- 
teenth century way-leaves, or tramways, to use a word more de- 


1 Jbid, chap. v. See also Wood, Practical Treatise on Railroads, 3rd ed., 1838. 


42 PRINCIPLES OF INLAND TRANSPORTATION 


scriptive of the whole undertaking, multiplied, especially in the 
mining districts near Newcastle, and in other mining sections in 
England, in Scotland, and in Wales. When the steam engine became 
sufficiently developed to suggest its use in Soneee cn it was em- 
ployed to pull cars upon these local roads. Indeed, the supporting 
power of iron rails as well as the opportunity for economy arising 
out of a regular and abundant supply of freight made the use of 
engines in mining operations profitable from the beginning. There 
was some question as to whether the adhesion of smooth wheels 
to a smooth rail would give sufficient tractive power, but experience 
soon showed that fears on this score were groundless. 


Stockton and Darlington Railway 


It was at this stage of the perfection of English mechanical trans- 
port that persons in the northeastern part of England carried through 
a larger undertaking which helped to open people’s eyes to the possi- 
bilities of the railroad. This undertaking was the construction of 
a railway from Stockton, the port of the river Tees, to Darlington, 
a distance of twelve miles westerly as the road was eventually laid 
down. The main purpose in improving communication between 
Darlington and Stockton was to facilitate the exporting of coal by 
avoiding the windings of the river. Men in Stockton, and at least 
one element in Darlington, proposed a canal to handle coal ship- 
ments, but in the end the advocates of a railway, led by an energetic 
Quaker named Edward Pease, prevailed and a railroad line was 
built.! 

The Stockton and Darlington Railroad was opened on September 
27, 1825. George Stephenson was the company’s engineer and re- 
sponsible for most of the technical decisions made in the course of the 
construction of the road. These included the question as to whether 
rails should be of wood or of wrought or cast iron, what the weight 
of the rail should be, what the gauge, and, most important, what 
should be the motive power. 

Fortunately, George Stephenson had a locomotive engine at a 
near-by colliery, and when the question of motor power arose he 
was able to put this machine through its paces before directors of 
the Stockton and Darlington Company, and to convince them that 
the steam locomotive was reliable, powerful, and cheap. This demon- 
stration was confirmed at the opening of the railroad, when a loco- 
motive which Stephenson built for the purpose attained a speed of 


1 The Diaries of Edward Pease, the Father of English Railways. London, 1907. 
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fifteen miles an hour and hauled a load, including passengers, coal, 
and merchandise, which weighed about ninety tons. 

The Stockton and Darlington Railway differed from most of the 
colliery roads which had preceded it in that it was designed to 
serve many shippers as a common carrier, not to handle the business 
of a single mine. Like some of the early American and continental 
railroads, it was originally intended to be free to all persons who 
chose to place their wagons and horses or engines upon it, provided 
that they paid the established tolls; although it was not long after 
business had begun before the company found it necessary to take 
over the entire operation of the line. 

The Stockton and Darlington was also, perhaps, the earliest rail- 
way to transport passengers by locomotive power. Passengers were 
not hauled by the company’s locomotives for some years after the 
opening of the line, however, but by private coaching companies 
which used horses, and availed themselves of the convenience of 
the railroad only with regard to its right of way. The beginning 
of regular passenger service can better be associated with the con- 
struction of the Liverpool and Manchester Railroad than with that 
of the Stockton and Darlington, as the latter was essentially a coal 
carrier. 


Liverpool and Manchester Railway 


The next important railway in England was the Liverpool and 
Manchester line, opened in 1830. With this company we have for 
the first time an undertaking (a) which contemplated from the 
beginning the carriage of passengers and miscellaneous merchandise, 
not as in the case of coal railroads, the carriage of a single kind 
of freight; and (b) upon which no power save that of the locomo- 
tive engine was ever used. 

There is no reason to suppose that the Liverpool and Manchester 
Railroad was constructed because of the success of the Stockton and 
Darlington. In the first place, the greatest success of this last- 
named carrier came in the years subsequent to the opening of the 
longer line; and in the second place, the Stockton and Darlington 
was only one of many English enterprises in which the locomotive 
engine was rendering useful service in 1825. It is, however, a fact 
that the promoters of the Liverpool and Manchester took pains to 
acquaint themselves with what had been accomplished along the 
River Tees, and that they employed George Stephenson, the expert 
for the Stockton and Darlington, as their engineer. These two cir- 
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cumstances establish a connection between the Stockton and Dar- 
lington and the Liverpool and Manchester Railroads which lends 
continuity to the story of English railroad development. 

It is of less importance to describe the local engineering difficul- 
ties which were encountered in the course of building a line from 
Liverpool to Manchester than to point out, first, that the controversy 
which arose over the best form of motor power to employ upon 
it was the cause of several important improvements in the locomotive 
engine, and, second, that the attention of the country was so fixed 
upon this enterprise that its success finally established in England 
the position of the steam-driven vehicle upon the iron road. 


Railroad Construction in England After 1830 


In England the opening of the Liverpool and Manchester Rail- 
road was followed by the construction of railways connecting Liver- 
pool with Birmingham, and London with Birmingham and with Bris- 
tol. In 1835, a railroad was opened between Newcastle and Carlisle, 
and soon after, lines were in existence between Leeds and Hull, Leeds 
and Manchester, and Manchester and Sheffeld, as well as between 
other important Midland towns and between London and outlying 
districts. The map on the preceding page, based upon a railway map 
of England published about 1850, shows that in that year the frame- 
work of the English railway system was practically complete. 

We may now consider briefly the introduction of railways upon 
the continent of Europe. 


Belgium 

In Belgium, the beginning of railroad construction was delayed 
by the desire of the Belgian legislature to determine in advance 
whether railroads should be built by public or by private interests, 
as well as by the wish of the legislature to decide upon the principal 
routes which should be covered before any work was done. In 1834, 
however, railroad building was commenced, and by 1837 three rail- 
roads had been opened, one from Malines to Brussels, 20 kilometers, 
opened May 5, 1835; one from Malines to Antwerp, 24 kilometers, 
opened May 27, 1836; and one from Malines to Termonde, 27 kilo- 
meters, opened January 2, 1837. 


France 


The beginning of modern railroad enterprise in France is usually 
associated with the introduction of the steam locomotive upon the 
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line from St.-Etienne to Lyon in the year 1832. By itself this enter- 
prise was comparatively unimportant; but the experiment of the St.- 
Etienne-Lyon Company, in the light of the still earlier successes of 
the London and Manchester and the Stockton and Darlington Rail- 
ways in England, attracted the attention of the French legislature, 
and the sum of 500,000 francs was promptly voted for a study of 
the whole subject. 


Lyon 


eo) 


Marseilles 


RatLways IN FRANCE OPENED UP TO AND INCLUDING 1849 


The preceding map indicates the railway lines which were opened 
in France up to 1849. During this decade the government consid- 
ered the whole subject of railroad construction with a very lively 
sense of its importance, and in 1842 it announced a policy both with 
respect to the railroads which should be built and with regard to the 
methods by which these railroads should be financed which, at least 
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so far as construction was concerned, was substantially adhered to. 
Article 1 of the Law of 1842 declared that a French railway system 
should be established over the following routes: 


Paris to the Belgian frontier via Lille and Valenciennes. 
Paris to the English Channel. 
Paris to the German frontier via Nancy and Strasbourg. 
Paris to the Mediterranean via Lyon, Marseilles, and Cette. 
Paris to the Spanish frontier via Tours and Bordeaux. 
Paris to the Atlantic va Tours and Nantes. 
Paris to the center of France via Bourges. 
Mediterranean to the Rhine via Lyon, Dijon, and Mulhouse. 
g. Atlantic Ocean to the Mediterranean via Bordeaux, Toulouse, 
and Marseilles. 
In subsequent years most of these suggested routed were occu- 
pied, southern France receiving her trunk lines, and the gaps to the 
east and west of Paris being filled. 


SOI ALY Yo 


Germany 


In Germany there were experiments with the steam engine at least 
as early as 1816. In 1814 a railroad between Nuremberg and Furth 
was projected, and in 1822 one between Frankfort and Bremen. 
The first railroad opened was that between Nuremberg and Furth 
on December 7, 1835. The second was that between Leipzig and 
Dresden in Saxony, opened in 1839. Both lines were designed 
primarily as passenger carriers. The length of the Leipzig-Dresden 
Railroad, 115 kilometers, the importance of the cities which it con- 
nected, the volume of the business which it secured, and the publicity 
which accompanied its promotion made it even more significant than 
its predecessor. 

The map accompanying the text sets forth the railroads in Ger- 
many which were completed and in operation in 1849. Study of 
this map will show that the skeleton of the German system was not 
complete by 1849, yet that even at this date it was possible to ob- 
serve its structure. The most important parts of the German net- 
work were, first, a group of railroads radiating from Berlin much 
as the French railroads radiated from Paris, and, second, a system 
which followed the course of the Rhine, terminating on the south at 
Basel. The Berlin roads reached Bremen, Hamburg, Stettin, Bres- 
lau, Halle, and Hamm, connecting the capital of Prussia with the 
Baltic and North Sea on the north, with the Austro-Hungarian fron- 


1 Picard, Les chemins de fer francais, 1885, vol. 1, p. 297. 
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tier on the south, and with the Rhenish railroads on the west. The 
Rhenish lines were incomplete in 1849, but they already served 
Cologne, Bonn, Frankfort, Manheim and Basel, and were rapidly 
developing a continuous route through the industrial center of Ger- 
many from the Netherlands on the north to Switzerland upon the 
south. 

In addition to the two systems already mentioned, the map re- 
veals the existence of a Wiirtemberg railway running north from 
Lake Constance on the Swiss border to Stuttgart and Heilbronn, and 
destined to be extended to a connection with the Basle-Frankfort 


lurember§ 


Raitways IN OPERATION IN GERMANY, 1849 


railroad on the west, and a Bavarian system serving Munich, Augs- 
burg, and Nuremberg, and reaching north to the Prussian railways, 
as well as south to the Austrian border. 

The fact that the German railroads grew out of at least four 
focal points instead of mainly out of one, as in France and Belgium, 
was due to the circumstance that Germany, when railroads were 
first built, consisted of a cluster of politically independent units, each 
with its own ambitions, industry, and financial policy. Railroad en- 
gineers in Germany, therefore, proceeded first to the building of sep- 
arate railway systems and then to the physical connection of these 
lines into something like a national railway net. 
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The early Austrian lines ran out of Vienna, south, northwest, 
northeast, west, and east, connecting the capital with the Bavarian 
railways near Salzburg, with the Silesian railway system at Odeberg, 
and with the Adriatic Sea at Trieste. Important branches joined 
Vienna with Prague in Bohemia and with Pesth in Hungary. The 
main provision was for a north-and-south route from the German 
frontier to the Mediterranean and for an east-and-west route from 
Bavaria to Budapesth. Inasmuch as these two routes crossed at 
Vienna, the effect was that of radiation from a common center to the 
extremities of the kingdom. The completion of the through lines 
was, however, delayed until after 1850. 

The construction of railroads in European countries such as 
Spain, Italy, Poland, Hungary, and Russia was later than that in 
England, Belgium, France, Germany, and Austria, and may be 
neglected in the present study. 


Opposition to Railroad Construction 


Alike in England and on the Continent, the comparatively rapid 
spread of railroad construction after 1830 was accomplished in the 
face of active opposition. 

In the first place, many people still refused to admit the possibili- 
ties of the new means of transportation, or entertained fears with 
regard to it which experience has shown to be without foundation. 
Thus, the Upper College of Medicine of Bavaria gave as its opinion, 
in connection with the plan to build a railroad between Nuremburg 
and Furth, that the swift movement of the trains would induce a 
kind of “delirium furiosum” in the passengers, and recommended, 
in order to protect spectators from the same disease, that high 
wooden fences should be built on both sides of the rails. 

Opposition also arose from landlords who objected to the con- 
struction of railroads across their estates, from owners of existing 
means of transportation such as coaching establishments, canal 
owners, and trustees of turnpike roads, and sometimes even from 
governments, which feared that improved transportation would in- 
crease the mobility of the people and encourage the spread of ideas. 


Competitive Advantages of the Railway 


On the other hand, the railroad enjoyed several important advan- 
tages from the beginning. 
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In England, at least, early railway projects bore a lighter burden 
of taxation than the coaching companies with which they were called 
upon to compete. Moreover, the early railroad companies on the 
Continent received substantial assistance in financing their construc- 
tion work. In France, as will be explained later, government aid 
took the form of the purchase of a right of way, together with a grad- 
ing of the line and the erection of certain buildings. In Germany, the 
state subsidized the building of some lines, and subscribed to the stock 
or guaranteed interest upon the securities of other railway com- 
panies. Necessary rights of condemnation were granted as a matter 
of course. In Austria, and even in Belgium, the state lent also a help- 
ing hand. 

The further question as to whether railroad construction should be 
mainly undertaken by public or by private parties was answered 
all over Europe according to local rather than according to general 
considerations. So far as the theory of the case went, the arguments 
for and against government construction ran as follows: 


Arguments for Construction of Railroads at Government 
Expense 


The arguments for government construction were based on the 
following considerations: 

1. The railroad served a national interest at once military, politi- 
cal, and economic. More particularly, the railroad was destined 
to contribute to national defense, it made for political unity, and it 
was expected to promote industrial prosperity by a reduction of 
transportation costs. For all these reasons many people believed 
that governments were Justified in undertaking railroad construc- 
tion at public expense. Such construction was also thought to be an 
essential prerequisite to government control. 

2. Private capital was declared to be inadequate to assure the 
construction of all railroads which should be built. Besides this, 
it was feared that the construction policy of private capitalists would 
be based upon the chance of profit. Advocates of public construc- 
tion believed that it would be hard to persuade private investors to 
build into unproductive regions of sparse population, or to build for 
purely political purposes, or to build military lines, however neces; 
sary for the general welfare these different types of construction 
might be. 

3. The political influence of private companies was considered 
dangerous. Lamartine told the French Chamber of Deputies in 
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1838 that private railroad companies, if charged with the construc- 
tion of the French railroad system, would own the government be- 
fore ten years had elapsed. It was pointed out, moreover, that both 
the political and economic influence of private companies might be 
exercised at the behest of foreign stockholders to the detriment of 
national life. 


Arguments Against Government Construction of Railroads 


The principal arguments against the construction of railroads at 
government expense were these: 

1. The construction of railroads was extremely costly. While 
this was not a conclusive argument against government enterprise, 
it led statesmen in different countries to consider carefully the possi- 
bilities of construction at private risk and expense. Some persons 
believed that the necessary private capital could not be found, but 
others were convinced that such capital would be forthcoming. 

2. The necessity of determining which lines should be built first 
would subject governments to heavy political pressure. Govern- 
ments might, therefore, promise more than they could or should per- 
form in the hope of pleasing all parties concerned. Government 
construction for these reasons would be extremely wasteful. 

3. Government construction of railroads ran counter to general 
theories regarding the proper limits of government action which 
were entertained by influential men in the third and fourth decades 
of the nineteenth century. 


Participation by European Governments in Railroad Con- 
struction Determined by Practical Considerations 


National policy in railroad building was determined less by theo- 
retical than by practical considerations. Where private capital was 
abundant, as in England and Prussia, the authorities allowed private 
corporations to go ahead; on the other hand, where private capital 
was less abundant or less enterprising, as in southern Germany, or 
where, as in Belgium, political arguments were important, govern- 
ments undertook railroad building on their own accounts.t 


Statistics of Railway Mileage, 1849 


The following table, taken from Lardner’s Railway Economy, gives 
the figures of population and railway mileage in the principal Eu- 
ropean countries in the year 1849. 


1Sax, Die Verkehrsmittel in Volks- und Staatswirthschaft, vol. i. 
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TABLE SHOWING POPULATION AND EXTENT OF RAILWAYS IN OPERATION IN 
1849, IN THE SEVERAL COUNTRIES OF THE WORLD! 
Length of | Length of 


Extent of railroad per railroad per 


railway million of | 1,000sq.mi. 
Country Population open population — of territory 
United Kingdom...... 27 O19, 559 5,000 185. 41.3 


Germanic States, includ- 
ing Germany, Austria, 


Denmark, and Holland 45,753,640 4,542 99.20 16.9 
Hina Cormeen tecnica 35,400,486 L722 48.64 8.4 
IDS EUUHTN crags wetens otra 6 Tie alot aii) 457 105.42 40.5 
RuSsicy ease n tee 54,092,300 200 3.69 O.1 
talent errane te 47,606,338 170 ei Oo. 54 


Principles of Railroad Economics Formulated as Early as 1850 


Both in England and on the Continent, railway transportation 
proved itself superior to transportation over waterways with regard 
to regularity of movement, ease of terminal handling, adaptation of 
routes to the needs of business, and in the provision of facilities for 
freight traffic, including responsibility for loss and damage to freight 
as well as the more obvious matters of speed and capacity. 

Not only this, but the art of railroad operation had so far advanced 
by 1850 that certain general principles relating to railroad economics 
were then recognized. Thus we find the following statements of 
general application in Lardner’s volume, published in 1850: 


“1, The greatest railroad revenue is to be anticipated from 
the carriage of freight, not from the carriage of passengers.” 


This principle, which was contrary to the expectation of the, pro- 
moters of many of the early railway lines, and to the experience of 
railroads like the Liverpool and Manchester during the first years 
of its operation, is now accepted without dispute. Rail carriers in the 
United States earn more than four times as much from freight as 
from passengers. In 1846 and 1847 the percentage of total revenue 
contributed by the goods trafic on European railroads was nearly 
50 per cent of the whole, and was rapidly increasing. a 


“2. In the field of passenger business the greatest income and 
the steadiest income is to be obtained from traffic which pays 
relatively low rates per person carried.” 


1Lardner, Railway Economy, p. 496. 
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It has always been the practice in European countries to separate 
passengers into three or more classes according to the fares paid 
and the accommodations provided, class one including those passen- 
gers who pay the highest rates and occupy the most luxurious places, 
class two coming next in line, and classes three and four following. 
Lardner pointed out in 1850 that while the average fare paid by 
first-class passengers on the principal English lines in 1847 was 
2.385d and that paid by third-class passengers was only o.992d, 
yet the total earnings from third-class passengers were nearly equal 
to the earnings of first-class service. It may be added that what 
was merely a tendency in Lardner’s time has since become an accom- 
plished fact. 

“3. Railroad expenses do not vary in proportion to the volume 
of business handled.” 


This is an important principle to which we shall return in the 
course of our discussion of railway rates. Lardner did not assign 
proportions to the fixed and variable expenses of a railroad, but he 
did point out that large elements in each type of railroad expense, in- 
cluding outlays for direction and management, way and works, 
locomotive power, and transportation, were independent of traffic, 
varying with time and with the action of the weather; or, if not 
altogether independent of traffic, did not vary proportionately to it, 
as in the case of station expenses, and of that part of the wear and 
tear of locomotive engines which resulted from the haulage of the 
weight of cars apart from the weight of their contents. 


Practical Suggestions for Railroad Operation 


Not only were general principles recognized in the early years of 
railroad operation, but out of his observations with regard to 
expenses, Lardner drew in 1850 the following very practical recom- 
mendations: 


“7, So to manage the traffic that the various classes of 
vehicles of transport should carry more complete loads, because 
the share of the expenses falling on each unit of load diminishes 
very nearly in the same ratio as the load of such vehicles in- 
creases. 

3. So to manage the traffic as to encourage transport to in- 
creased distances, because those expenses which are independent 
of distance will thereby be spread over a greater mileage, that 
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part of the cost per mile of each object of transport diminish- 
ing in the same ratio as the distance transported increases. 

3. So to manage the traffic that the number of vehicles 
drawn by each engine shall be increased, because the cost of 
traction will thus be divided among a greater number of vehicles. 
This cost is but slightly increased by the increase of the number 
of vehicles drawn by each engine, while the expenses falling on 
each vehicle are diminished in a much larger proportion. 

4. So to manage the business of transport that the distance 
run by each engine loaded shall be increased, because, in this 
case, those charges on the engine power which are independent 
of distance are divided among a greater extent of mileage, and 
the share of those charges falling on each vehicle drawn will be 
diminished ceteris paribus in the same proportion as the engine 
mileage is increased. 

5. In cases where the traffic prevails chiefly in one direction, 
and consequently, where “empties” are drawn in great quan- 
tities in the other direction, to study the local productions and 
modify the tariff so as to attract loads for the empty vehicles 
at a tariff which may be productive under such circumstances, 
though unproductive under ordinary conditions. By these 
means, the average load of the vehicles of transport will be aug- 
mented. 

Other less important recommendations related to the limitation 
of the number of trains run, especially of express trains, the 
provision for mixed carriage of passengers, instead of carriages 
designed exclusively for service of the first, second, or third 
classes, and included the suggestion that traffic so far as possible 
be segregated according to destination. 
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THE HISTORY OF AMERICAN RAILWAYS 


Early History of American Railroads 


It is not necessary to trace the history of the introduction of rail- 
roads into the United States with the same detail with which we have 
considered the beginnings of railway transportation in England and 
upon the European continent. So far as knowledge of the possi- 
bilities of the steam engine is concerned, the reader may be reminded 
of the experiments of Oliver Evans in 1804 which were referred to 
in the previous chapter. In 1820, an engineer named John Stevens 
constructed a narrow-gauge experimental railway and locomotive 
upon his own estate in Hoboken, New Jersey. Further information 
as to the possibilities of steam traction was obtained from a very 
thorough report upon English practice rendered in 1826 by an 
American civil engineer named Strickland, who was sent abroad by 
the Pennsylvania Society for the Promotion of Internal Improve- 
ments in the Commonwealth, with instructions to procure a model 
engine and to collect data with respect to costs and methods of rail- 
road construction. In 1829, one of George Stephenson’s locomotives 
was imported from England and tried, without much success, upon 
the line of the Delaware and Hudson Railway and Canal Company. 
It was in October of the same year that the trials of the famous 
“Rocket” occurred at Rainhill in England, and word of the success 
of Stephenson’s engine soon reached the United States, notably in- 
creasing public interest in railway transportation. 


Desire of Atlantic Seaboard Cities for Cheap Transportation 
to the Mississippi Valley 

It is evident that prior to 1830 many minds in this country were 
concerned with the subject of steam locomotion. Perhaps the prin- 
cipal difficulty in 1830 was less that of inventing a workable engine 
than that of securing capital with which to make experiments upon 
a large scale. Fortunately this difficulty was soon to be overcome. 
In Great Britain the fact which attracted practical men to the use of 
new transportation devices was the pressing need for better com- 
munication between the towns of Liverpool and Manchester. In 
the United States the deciding element was the desire to afford 
the principal cities of the Atlantic coast facilities for reaching the 
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expanding markets of the Mississippi Valley. This was the influence 
that caused the construction of the Erie Canal and of the Pennsyl- 
vania State Works, and it was this which led to the incorporation of 
the Baltimore and Ohio Railroad. 


Baltimore and Ohio Railroad 


Like Philadelphia and New York, Baltimore had at first intended 
to rely largely upon canal construction for her connection with the 
West. But by the early part of 1827, men of financial standing in 
the city had become convinced of two things: first, that the cost 
of a canal across the mountains would be prohibitive, and, second, 
that a railroad was practical. A committee of citizens reported in 
February, 1827, that while the available facts with regard to rail- 
road systems were not as extensive as they desired, they had gleaned 
from the documents that they examined upon the subject enough to 
leave no doubt in their minds that these roads were far better adapted 
to the situation and circumstances of Baltimore than a canal across 
the mountains would be. The committee, therefore, recommended 
that measures be taken to construct a double railroad between the 
city of Baltimore and some suitable point on the Ohio River by the 
most eligible and direct route, and that a charter to incorporate a 
company to execute the work be obtained as early as practicable. 
The Baltimore and Ohio Railroad, organized in conformity with this 
recommendation, was chartered in February, 1827. Actual construc- 
tion was begun upon July 4, 1828. The first division of the road 
from Baltimore to Ohio reached Cumberland in November, 1842, 
Wheeling, West Virginia, in December, 1852, and St. Louis in 1857. 
While not the first railroad in the United States, nor even the first 
railroad upon which a steam locomotive was tried, the beginning of 
the American railroad system is generally associated with the founda- 
tion of this company. It is at least correct to say that the Baltimore 
and Ohio Railroad was the first railroad of any considerable length 
designed for the purpose of general passenger and freight traffic ce 
tween terminals then considered to be widely aan which was 
proposed and commenced in the United States; and that the first 
locomotive which was built in the United States, that of Peter 
Cooper, was successfully operated upon it on August 28, 1830. 


Railroad Construction in the United States 1830 to 1860 


Between 1830 and the Civil War, the total mileage in operation 
in the United States in different years was as follows: 
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Year Mileage 
TS 3/3 eas es eaten Meee a erase Arras yee 380 
RCN Onen cdma oom o anbon ON Lat Ute hod oc oaaonir« 1,098 
ihe) Cone meee iia BE nea mmc cari acco eT: 2,818 
jy SiGe teen Prone ome cee ase cetyooey OLE 4,633 
isto ae AGMA TE Oech OR EE EO Ra ROG IC pimanieey cine 9,021 
i HoicU eR ames Ene: Someta Meee) CREA OM OSs Orie Coe 18,374 
TS GOR ee ne ete Feo Ae ps Ion ete ere ae ee 30,626 


During this period of thirty years the principal developments in 
the railroad net of the United States were as follows: 


Local Service 


In spite of the fact that the Baltimore and Ohio Railroad was con- 
ceived by its promoters as part of a through route, a large proportion 
of the early American railroads were organized to render local serv- 
ice. Indeed, most railroad transportation, even at the present time, 
is over short distances, and it was natural that American roads 
should accommodate local traffic long before they could handle 
through business over great distances. 

The densest rail network in the country before the Civil War lay 
in New England, where by 1845 there were 710 miles of railroad 
with terminals in Boston, besides some outlying companies in Massa- 
chusetts, Maine, New Hampshire, Vermont, and Connecticut. Of 
the Boston roads, the most important were the Boston and Lowell 
to the north, the Boston and Providence to the south, the Boston 
and Worcester to the west, and the Eastern Railroad to the north- 
east. The railroads in central New York were also local in purpose, 
although they eventually combined into an effective through route 
between Albany and Buffalo. Other local lines were built in eastern 
Pennsylvania, in New Jersey, and in the states south of the Potomac 
River, connecting large towns with each other and with the surround- 
ing country. Such, for instance, in the South, were the railroads com- 
pleted between Richmond and Fredricksburg (1837), between 
Columbia and Charlotte (1852), and between Atlanta and Mont- 
gomery (1853). 


Southern States 


The beginning of construction in the South was contemporaneous 
with the building of the Baltimore and Ohio Railroad. Indeed, the 
Charleston and Hamburg was chartered in December, 1827, and 
the Baltimore and Ohio only in February of the same year. Con- 
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struction on the latter railroad was begun in 1828; on the former 
in 1831. ‘The first 13 miles of the Baltimore and Ohio were opened in 
1830, and the first 62 miles of the Charleston and Hamburg in 1832. 
At the time the Charleston and Hamburg reached Hamburg, 136 
miles from Charleston, in 1833, it was the longest railway in the 
world. 

The Charleston and Hamburg Railroad in the South was designed 
to admit Charleston to the trade of the interior city of Augusta, in 
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TRANSPORTATION ROUTES IN THE ANTE-BELLUM SOUTH ! 


competition with Savannah, Georgia. The terminal, Hamburg, was, 
therefore, located on the Savannah River, opposite Augusta. Parallel 
with this railroad, but some distance from it to the southwest, lay the 
Central of Georgia Railroad from Savannah to Macon, which was 
begun in 1836 and completed in 1843, under the stimulus of Charles- 
ton competition. A branch of the Central of Georgia reached 
Augusta in 1854. These were the first two railroads which were 
undertaken south of the Potomac. In September, 1845, the Charles- 
ton and Hamburg was extended to Atlanta, Georgia, where it was 
joined a month later by the railroad from Savannah. 

Southern railway construction may perhaps best be regarded as 


tFrom Puirutpes, 4 History of Transportation in the Eastern Cotton Belt to r860. NEw 
York, 1908. REPRODUCED BY PERMISSION OF THE CoLumBiA UNIveRsITY PReEss. 
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local in character, analogous to projects in the northeast. Yet the 
railroads from Charleston and Savannah to Atlanta were also the 
beginning of an east-and-west system which reached, like the trunk 
lines of the North, from the Atlantic seaboard into the Mississippi 
Valley. The necessary connection with the Ohio River was accom- 
plished by the building of the Western and Atlantic, begun in 1838 
and completed to Chattanooga in 1851. At a later date rails were 
laid from Chattanooga to Memphis (1856), from Atlanta via Mont- 
gomery and Meridian to Vicksburg, and from Chattanooga north- 
east through the mountains to Lynchburg and Richmond, Virginia 
(1858). These were the most noteworthy through railroads. The 
northeast-and-southwestern lines, later united into the Seaboard Air 
Line, the Atlantic Coast Line, and the Southern Railway, which are 
the outstanding features of our Southeastern railways at the present 
time, were developed by the consolidation of local lines, most of 
which were built with very little appreciation of their importance 
to through movements. The advantages of a connection with the 
Mississippi Valley were, however, expressly recognized by the east- 
and-west construction which has been described. 


Northeastern Railways 


In the territory north of the Ohio and Potomac Rivers, construc- 
tion prior to the Civil War followed the influences which have been 
dwelt upon in describing the reasons for the building of the Balti- 
more and Ohio. Characteristically, the great systems here ran east 
and west, and while these lines served important local purposes, their 
greatest significance lay in the access which they afforded centers 
of population on the Atlantic coast to the ‘fertile valleys of the 
Mississippi and its tributaries. 

Apart from local projects, the principal railroad routes before 
1860 in the area bounded by the Atlantic seaboard, the St. Lawrence 
River, and the Great Lakes upon the east and north, and the Missis- 
sippi, Ohio, and Potomac Rivers upon the west and south, with the 
dates of completion, were as follows: 

1842. The Baltimore and Ohio Railroad was completed from 
Baltimore to Cumberland and the Boston and Albany road from 
Boston to Albany in this year. The Boston and Albany, originally 
incorporated as the Western Railroad, was promoted with the con- 
scious intent of securing for Boston a share of the Western trade. 
It reached the western boundary of Massachusetts in 1841, and in 
1842, after the completion of connecting lines out of Albany, it was 
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able to render service from Boston to the Hudson River and, in con- 
nection with the Erie Canal and with local lines in New York, to 
Lake Erie. The Western Railroad was in part financed by the 
state of Massachusetts.! 

1$51. In the spring of 1851 the Erie Railroad was completed 
from New York harbor to Dunkirk on Lake Erie. The opening of 
the Hudson River Railroad between New York and Albany in the 
fall of the same year gave New York City access to a rail route 
through central New York which Boston had been using for nine 
years. 

1852. In this year the Pennsylvania Railroad entered Pittsburgh. 
The Pennsylvania was incorporated in 1846 to provide continuous 
rail connection with the West in lieu of the combined rail and water 
facilities of the Pennsylvania State Works. It made use at first of 
the rail portions of the State Works, including the inclined planes 
and Portage Railroad over the Alleghenies. The first through cars 
from Philadelphia to Pittsburgh were run on December 10, 1852.7 

1853. The opening of a stretch of railroad between Cleveland 
and Toledo completed continuous rail connection between Buffalo 
and Chicago. This was the first New York to Chicago line. The 
same year saw the extension of the Baltimore and Ohio to Wheeling, 
West Virginia, on the Ohio River, and the incorporation of the New 
York Central, bringing the separate companies between Albany and 
Buffalo under a common control.* 

1857. The Baltimore and Ohio reached St. Louis in 1857.5 

1858. ‘The western connection of the Pennsylvania Railroad, the 
Pittsburgh, Fort Wayne, and Chicago, secured entrance to the city 


1The names of the local lines in New York State, which together afforded through 
rail connection between Albany and Buffalo, and the dates on which they were opened, 
are as follows: Mohawk and Hudson (Albany to Schenectady), 1831; Utica and Sche- 
nectady, 1836; Tonawanda (Rochester to Batavia), 1837; Auburn and Syracuse, 1838; 
Syracuse and Utica, 1839; Auburn and Rochester, 1841; Tonawanda (Batavia to 
Attica), 1842; Attica to Buffalo (the last lap of the through line), 1842. The Hudson 
River Railroad from New York to east Albany was opened in 1851. 

2 Sipes, The Pennsylvania Railroad, Philadelphia, 1875. 

3 Poor’s Manual, 1868-69. The companies operating between Buffalo and Chicago 
were the following: Buffalo and State Line; Erie and Northeast; Michigan Central; 
Michigan Southern; Cleveland and Toledo; and Cleveland, Painesville, and Ashtabula. 

4 [bid. The companies which consolidated into the New York Central system in 
1853 were the following: Albany and Schenectady; Schenectady and Troy; Utica and 
Schenectady; Syracuse and Utica; Syracuse and Utica Direct; Rochester and Syra- 
cuse; Buffalo and Lockport; Mohawk Valley; Rochester, Lockport, and Niagara Falls; 
and Buffalo and Rochester. 

5 Smith, The Book of the Great Railway Celebrations, 1857. 
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of Chicago in 1858, thus opening the route between Philadelphia 
and Lake Michigan." 

The Pittsburgh, Fort Wayne, and Chicago was leased to the Penn- 
sylvania in 1869. During 1858, also, the Canadian Grand Trunk 
Railway reached Sarnia on the St. Clair River between Lakes Huron 
and Erie, opening, in connection with railroads across the Michigan 
peninsula, a new route from the Atlantic seaboard at Portland, 
Maine, to Chicago. 

Most of the east-and-west lines which connected the Atlantic 
seaboard with the Mississippi Valley prior to the outbreak of the 
Civil War lay in the Northern states. Whether North or South, 
however, the construction of such lines made it possible for the dis- 
tributing centers upon the ocean to sell their manufactured goods in 
all that range of states which bordered upon the Mississippi and its 
Eastern tributaries, while at the same time the agricultural products 
of the West now found an outlet to the east as well as to the south, 
which was essential to their success. At the same time, though this 
was not the impelling motive for railroad construction, the closer 
linking of the East and West produced political and social effects 
of the first magnitude. 


Mississippi Valley 

Railroad construction in the Mississippi Valley was naturally less 
extensive before the Civil War than railroad construction farther 
east. ‘l'his was because population was less dense and industry not 
so far advanced. Apart from the Western extensions of the trunk 
lines and a series of short railroads connecting the Ohio River with 
the Great Lakes, the most important work undertaken in the Missis- 
sippi Valley before 1860 was, first, the building of the Illinois Central, 
and, second, the beginning of lines which were eventually to reach out 
from Chicago and St. Louis to connections with the Missouri River 
and with the transcontinental railroads operating to the Pacific coast. 

The Hlinois Central was incorporated in 1851. Its purpose was 
to develop the interior communities of Illinois by providing them 
cheap transportation to the Mississippi River. For this end the 
railroad was planned with one terminus at Cairo at the junction of 
the Ohio and Mississippi Rivers, and other termini at Galena on 
the northwest border of the state and at Chicago on Lake Michigan. 
In order to facilitate construction, Representatives and Senators 
from Illinois induced the national legislature to grant, in 1850, nearly 


* Pennsylvania Railroad Company, “Twelfth Annual Report,” February 7, 1859. 
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three million acres of public land to the State of Illinois, land which 
the State turned over to the railroad company when the latter had 
received its charter. Similar grants of land were made to the States 
of Mississippi and Alabama in order to secure political support. 
The construction of the Illinois Central was begun in December, 
1851, and the railroad was formally opened to Cairo in September, 
1856. 

Finally, westward construction included railroads from St. Louis 
toward Kansas City, and the beginning outside of Chicago of what 
later became the Chicago, Burlington, and Quincy, the Chicago, 
Rock Island, and Pacific, the Chicago and Northwestern, the 
Chicago, Milwaukee, and St. Paul, and the Chicago and Alton rail- 
way systems. The first railway in Illinois from Lake Michigan to 
the Mississippi was the Chicago and Rock Island, opened in Feb- 
ruary, 1854. ‘The second, made up of the Galena and Chicago (later 
part of the Chicago and Northwestern) and of the Illinois Central, 
was opened early in 1855. ‘The so-called Granger railroads will be 
considered later in this chapter. 

If the reader will consult the preceding pages with the aid of a 
modern railroad map, he will be able to understand the general 
trend of railroad construction in the United States during the first 
thirty years following the successful inauguration of the Baltimore 
and Ohio. Before passing to the construction of the transcontinental 
lines to the Pacific coast which were the achievement of the next gen- 
eration, we may pause to consider some of the similarities and con- 
trasts between the early railroad development in the United States 
and that in the European countries, including England, which we 
have previously described. 


Early American Railroad Practices the Result of Independent 
Initiative 

To a much greater degree than on the continent of Europe, Amer- 
ican practice in railroad construction and operation was the result 
of independent initiative. This was partly the result of mere dis- 
tance. It was not so easy to command the services of English en- 
gineers in Maryland as it was in Austria or France. Nor were Eng- 
lish standards as applicable in the United States as in the more 
densely settled countries of Europe. Whereas European engineers 
inclined to a permanent type of construction, American railroads 
were often best built when most cheaply built, with light rails, sharp 
curves, and steep grades. Only such roads could expect to earn 
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interest on their investment, in view of the scant population of the 
country and the pioneer character of many of the early enterprises. 
It is true that two American engineers were present at the tests at 
Rainhill, England, and that three English locomotives were imme- 
diately ordered after these tests for the Carbondale and Honesdale 
Railroad (Delaware and Hudson). But these locomotives proved 
too heavy for the American track and were presently abandoned. 
English locomotives were also operated upon the Camden and Am- 
boy Railroad in New Jersey, the Newcastle and Frenchtown, and 
on some other lines, and when somewhat modified to meet local 
conditions, the English machines gave satisfactory service for many 
years. 

In spite of English precedent and the partial use of English ma- 
terial, the early years of American railroading were marked by con- 
tinuous experiments, for which lines like the Baltimore and Ohio 
provided laboratory facilities. It was said of this company in 1835 
that its reports had gone forth as a textbook, and that its road and 
workshops had been a lecture room to thousands who were then 
practicing and improving upon its experience. 

The Charleston and Hamburg and the Baltimore and Ohio both 
experimented with cars propelled by sails, and with treadmill loco- 
motives operated by horsepower. Upon the Baltimore and Susque- 
hanna two cars were joined together by shafts of timber, and the 
horses, which were hitched between, were kept from falling by a 
broad belt of leather passed under their bodies and attached to the 
shafts. The first use of an American locomotive upon any American 
railroad was upon the Baltimore and Ohio on August 28, 1830. On 
January 4, 1831, this same company offered $4,000 for the most ap- 
proved engine which should be delivered for trial on the road on or 
before June 1st of the same year. A machine which met all speci- 
fications was built at York, Pennsylvania, and entered into regular 
use following upon the trial. 

This, with the locomotive placed upon the Charleston and Ham- 
burg in November, 1830, probably marks the definitive adoption of 
steam as tractive power upon the American railroad system; while 
it was also an important step in establishing the independence of 
the United States with regard to its mechanical railroad equipment. 


Mechanical Improvements 


The following five improvements associated with early American 
railroad development deserve mention: 
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The four-wheel bogie or swivel truck, first placed under the front 
end of the locomotive and later used in connection with freight and 
passenger cars; 

The spark arrester, made imperative by the fact that the original 
American locomotives were nearly all wood burners; 

The use of equalizing beams, distributing the weight of locomotives 
equally over the driving wheels in spite of inequalities in the track; 

The use of steel springs, first under the locomotives and tenders, 
and then under freight cars; and 

The introduction of eight-wheel cars. Up to 1834, the cars in use 
upon railroads had only four wheels and were but little larger 
than a stage coach. By the ingenuity of Ross Winans of the Balti- 
more and Ohio, large eight-wheel cars were devised and constructed 
and put upon the road for transportation of passengers. It has been 
said that in perhaps no other improvement in the operation of rail- 
roads was the Baltimore and Ohio more conspicuous even at this 
early day than in the entire origination and perfection of the eight- 
wheel car. 


Permanent Way 


Extensive experiments were also carried out in the fourth and 
fifth decades of the nineteenth century with respect to the permanent 
way. Piling, granite blocks, granite sills, broken stone, and longitud- 
inal timbers were all tried as a means of support for the rail; while 
strap rails, or flat iron bars resting upon timbers, were frequently 
used before the English edge rail finally demonstrated its superiority. 
The object sought was durability without so great rigidity as to pro- 
duce excessive wear upon rolling stock. 


Variation in Gauges 

There was even less uniformity with regard to gauge in the United 
States than there had been in England. As a matter of fact, it is 
extremely difficult to defend any particular spacing of railroad rails 
as ideally correct. The most important effect of any gauge is that 
produced upon the design of the locomotive, particularly with re- 
spect to the width of the locomotive fire box. But the desirable 
width of such a fire box itself depends upon the quantity and char- 
acter of traffic to be hauled, the standard speed, the kind of fuel, 
the presence or absence of labor-saving devices for supplying fuel 
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to the fire, and upon a number of other things as well. It is not sur- 
prising that different American railroad engineers favored different 
gauges, ranging mostly between four feet eight and one-half inches 
and six feet. In the end, the advantage of uniformity was seen to 
outweigh the mechanical gain from the adoption of a non-standard 
gauge in any special case, and the principal lines adopted gauges 
which were at least sufficiently similar to permit of the indiscriminate 
circulation of cars. 


State and Local Aid 


On the whole, the introduction of railways met with less opposition 
in the United States than in England, doubtless because the canal 
and stage interests in this country were less powerful, and the large 
landowners less influential with the legislature. The new methods of 
transportation had, of course, to demonstrate their usefulness, as was 
quite proper, but, except in a few instances, there was no deliberate 
attempt to handicap them in the interest of some other means of 
travel. 

Indeed, our early railroads secured a considerable amount of 
state and city support. Among the companies which benefited from 
this sort of assistance were the Baltimore and Ohio, which received 
a subscription of $3,500,000 from the State of Maryland and nearly 
as much ($3,000,000) from the City of Baltimore; the Western 
Railroad of Massachusetts, which received a loan of $4,000,000 
from the State of Massachusetts; and the Richmond and Danville, 
which was granted perpetual exemption from taxation by the State 
of Virginia. These were, however, only a few of the companies that 
were assisted by public bodies in the early history of railroad build- 
ing. Besides subscribing for stock, lending money, and granting tax 
exemptions, legislatures sometimes gave banking privileges to rail- 
road companies, as in the case of the Georgia Railroad and Bank- 
ing Corporation, or even lottery privileges, out of which the rail- 
roads were expected to make a substantial profit. 

Compared with European nations, the United States from 1830 
to 1840 was a small power. Yet by 1838 there were seven states 
which in the aggregate had borrowed more than $32,000,000 for rail- 
road purposes. These states, with the amount of bonds issued ‘by 
each, were as follows: Illinois, $7,400,000; Maryland, $5,500,000; 
Pennsylvania, $4,964,484; Massachusetts, $4,290,000; New York, 
$3,787,700; Tennessee, $3,730,000; and Alabama, $3,000,000. 
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Probably in most cases the form of assistance afforded early 
railroads was adopted to suit local convenience at the time when aid 
seemed necessary. The most striking differences between early 
American and European practice were, first, the presence of the land 
grant among the forms of aid granted railroad companies 1n this 
country, and, second, the failure of American commonwealths to 
make use of the device of the guarantee of interest. This last-named 
expedient had been adopted in France at a comparatively early 
period, and has more recently received recognition in the United 
States. The advantage of the guarantee of interest is that it adjusts 
the assistance rendered precisely to the need of the company which 
it is desired to subsidize. The disadvantage, in the case particularly 
of a railroad which proves hopelessly unable to meet its expenses, is 
that it removes the incentive to economical operation. Guarantees 
are also said to involve a government in losses arising out of con-~ 
ditions of operation over which the government has no control, but 
a guarantee of interest is probably no more open to this objection 
than any other form of state aid to private enterprise. 


General Tests to be Applied to Subsidies 


The general tests which may be applied to any system of state aid 
are four: (1) Is the assistance given accurately measured to the need? 
(2) Is the aid given made available at the moment when help is most 
necessary? (3) Does the state aid lead to railroad-building which is 
economically justifiable? and (4) Are the subsidies larger than the 
communities which offer them can afford? 

American practice shows very little attempt to meet tests such 
as these. What happened was that promoters appealed to public 
bodies for as much assistance in railroad-building as they thought 
the temper of the public would support, and that legislatures or city 
councils gave upon application whatever loose assets they had un- 
pledged, or voted such privileges as they thought might prove of 
value. The inevitable result of this procedure was that railroads 
received many gifts which were of comparatively little use to them, 
because they could not be used directly or sold for cash except at 
a heavy discount, although, on the other hand, the ultimate burden 
of these gifts upon the communities affected was very great. Indeed, 
several states, such as Florida, Tennessee, Michigan, and Minnesota, 
subsequently repudiated bonds which they had issued in aid of 
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railroad construction. Railroad subsidies were, therefore, often 
unnecessarily expensive to American governments, especially when 
privileges were granted, theultimate value of which was difficult 
to foresee. The need for railroads in early days was so great, how- 
ever, that very little mileage was built which did not find some good 
use. 


Government Construction 


In some instances state or local governments actually undertook 
to build railroads. Instances of this sort, besides that of the Penn- 
sylvania State Works, were the Western and Atlantic built by the 
State of Georgia from Atlanta, Georgia, to Chattanooga, Tennessee; 
the Michigan Central and Michigan Southern begun and partially 
completed by the State of Michigan; and a railroad from Meridosia 
to Springfield, Illinois, constructed by the State of Illinois. ‘The 
State of North Carolina bought the Raleigh and Gaston Railroad 
on a foreclosure sale in 1845, but subsequently released it to a 
private company in 1851. None of these undertakings was profit- 
able, and none of them remained permanently in state control. 


Railroad Mileage in the United States 1861-1924 


The miles in operation in the United States from 1861 to 1924 
have been, at first-year intervals, as follows: 


Year Miles of line in operation ! 
SOL eter karte Loreen te 31,286 
TSGG a ie iat he Ln Re 35,085 
ites 7 Olen Mek ehe, GR ELAR amen eee Re O22 
I el7And are aetna eacueve oem Ge tea ee caee 74,096 
TS COR sary Rete ce aa ane eee eee ae 93 , 262 
I Peale, Pita eM Our ceo eR aNS os Pacer 128 ,320 
MSO OM cae ca shire oor Rae Monterey 156,404 
be LO ts eyce Oe ERE cS Accor a 177,746 
TQ OORT teak ge Eker nae Le ee 192,556 
COOLS A entry gt cco oe ren 216,974 
POUO Ge Roce ei acinar ae eee 240,831 
TOUEYS EO, accent eters eens 257,569 
LUSVAC)s Rid OMI ces SCG tO ene 259,941 
OPy eR Pow aaron onan abn ee 258,238 


A large part of railroad construction after the Civil War served 
to complete systems and main lines which had already been begun. 
It must be remembered, however, that the entire framework of the 


, : Fc : 
1 Poor’s Manual prior to 1890; Interstate Commerce Commission thereafter. Cir- 
cular and unofficial mileage excluded. 
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railway systems west of the Mississippi River had still to be laid 
down. 


Granger Roads 


Among the first railways completed after the Civil War were the 
Granger roads, running from Chicago north and northwest into 
the grain-growing districts of Illinois, Iowa, and Wisconsin. These 
carriers afforded connection between the Eastern trunk lines and 
the transcontinental railways terminating at Omaha and St. Paul. 
The most important companies in the Granger group were the 
Chicago and Northwestern, the Chicago, Burlington, and Quincy, 
the Chicago, Milwaukee, and St. Paul, the Chicago, Rock Island, 
and Pacific, and the Chicago and Alton. The Chicago and North- 
western reached Council Bluffs, Iowa, in 1867, and the Chicago and 
Alton was opened to St. Louis in the same year. The second railroad 
to connect Chicago and Council Bluffs was the Rock Island, opened 
in June, 1869. The third was the Chicago, Burlington, and Quincy, 
which reached Burlington, Missouri, in 1867, and Council Bluffs late 
in 1869. Still another line from Chicago to the Missouri River was 
that of the Chicago, Milwaukee, and St. Paul, which was organized 
under the name of the Milwaukee and St. Paul Railway in 1858. 
It completed the first line opened from Chicago to St. Paul in 1867, 
and it reached Council Bluffs in the late ’seventies. The company’s 
present name dates from February, 1874. 


Transcontinental Railways 


Transcontinental railways represent the second great type of rail- 
road construction which followed the Civil War. The agitation for 
a transcontinental railway dates back at least as far as 1845, but the 
movement obtained no support until after the discovery of gold in 
California, and the migration of a considerable population to the 
Pacitic coast, 

The dates at which the various through lines to the Pacific coast 
were opened are as follows: 

1869. The Union Pacific Railroad and the Central Pacific Rail- 
road of California met at a point five miles west of Ogden. 

1881, The Atchison, Topeka, and Santa Fé, starting at Atchison, 
Kansas, reached a connection with the Southern Pacific running 
south from San Francisco and Goshen, California, at Deming, Ariz- 
ona. This afforded a second through route from the East to San 


Francisco Bay. 
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1882. In this year the Southern Pacific made connection with the 
Texas and Pacific at a point 523 miles west from Fort Worth. The 
eastern end of the Texas and Pacific in 1882 was at Gouldsboro, 
opposite New Orleans. 

1883. The Galveston, Harrisburg, and San Antonio was com- 
pleted from Houston to the Rio Grande River near El Paso. The 
acquisition during the same twelve months of three smaller com- 
panies, the Texas and New Orleans, the Louisiana Western, and 
Morgan’s Louisiana and Texas Railroad, connecting Houston and 
New Orleans, created, together with the Southern Pacific west from 
E] Paso, a new through line from the Gulf to the Pacific coast under 
a single control.! 

In the same year the Northern Pacific was opened from Northern 
Pacific Junction, Minnesota, 23 miles from Duluth, to Wallula 
Junction, Washington Territory, reaching also by connecting lines 
St. Paul and Duluth upon the east and Portland and Tacoma upon 
the west. 

1884. The Oregon Railway and Navigation Company, operating 
a railroad from Portland up the south bank of the Columbia River, 
connected with the Oregon Short Line Railroad, a subsidiary of the 
Union Pacific, on November 25, 1884, completing a fifth transcon- 
tinental route between the Mississippi River and the Pacific Ocean.? 

1886, The line of the Canadian Pacific was opened from Mon- 
treal to Port Moody on Vancouver Sound on June 28, 1886, and a 
branch to Vancouver was opened on June 1, 1888. 

1893. The Great Northern Railway is, as its name implies, the 
most northerly transcontinental railroad in the United States. It 
was completed from St. Paul to Puget Sound (Everett) on January 
5, and was opened for traffic on June 18, 1893. 

Since 1893 there have been three additional transcontinental lines 
placed in operation. The first of these was the San Pedro, Los 
Angeles, and Salt Lake, which began operation from Salt Lake City 
to Los Angeles on May 1, 1905; the second was the Chicago, Mil- 
waukee, and St. Paul from the Missouri River to Tacoma and 
Seattle, opened for freight traffic on August 1, 1909; and the third 
was the Western Pacific, running from San Francisco to Salt Lake 
City, which began its through business as a freight carrier on Decem- 
ber 1, 1909, and regular passenger service on August 22, IgIo. 


1 Poor’s Manual, 1884, pp. 835-836. 
2 [bid., p. 916. 
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Structure of American Railways System Completed by 1893 


The completion of the principal transcontinental railway routes 
by 1893 and the prior connection of these lines with Chicago through 
the Granger companies, fitted in the last members of the framework 
of the American railway system as we know it to-day. It is a suf- 
ficiently accurate generalization to say that railroad building in the 
United States since 1893 has been concerned with the filling out 
of the outlines sketched before that time. This does not mean that 
later construction has been unimportant. On the contrary, regarded 
from the point of view of quantity of mileage built, the amount of 
construction since 1893 has exceeded the construction before that 
date. But by 1893 the railway net of the United States had assumed 
a character which it has since retained. Between 1895 and 1905 the 
increase of railway mileage in the United States was 39,228 miles, or 
22 per cent; between 1905 and 1915 it was 40,595 miles, or 19 per 
cent; and between 1915 and 1925 there was a decrease of 3,221 miles, 
Or f per cént. 


Future Outlook for New Construction 


During the next fifteen or twenty years we are sure to see an ex- 
pansion of railway facilities. But in all probability this expansion 
will take the form in the United States of more cars, more numerous 
and more powerful locomotives, better arranged and more ample 
terminals, and a larger supply of second, third, and fourth tracks 
and sidings upon existing routes that pay, rather than that of a sub- 
stantial increase in main-track mileage. There are few cities in this 
country of any importance to-day, and few districts which promise to 
yield large quantities of freight, which are not now served by at least 
one railway line. Nor are there many railways—possibly none at all 
—which find in a lack of main-track mileage the limiting factor which 
prevents an increase in the tonnage which they are prepared to haul. 
The reason why the existing railway system of the United States 
finds it difficult from time to time to handle the freight and the 
passengers which it is called upon to accommodate is primarily that 
congestion occurs at terminals, and secondly, that motive power in 
many localities needs to be increased. ‘To remedy such shortages 
will require the fresh expenditure of billions of dollars of capital, 
but only occasionally the building of new lines. 

Another reason why the next few years are unlikely to witness 
any considerable change in the framework of the American rail- 
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road system is to be found in the rapidly developing use of the auto- 
mobile and the motor truck. The place of the automobile in our 
modern transportation systém will be discussed in a later chapter. 
We will content ourselves here by observing that it has already 
assumed an appreciable portion of the burden that has hitherto 
rested upon the railroad industry alone, and is probably destined 
to play a still greater part in the near future. This is likely to lessen 
the amount of railroad construction as well as to change somewhat 
the character of the work which railroads are called upon to do. 
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STREET AND INTERURBAN RAILWAYS 


Tue last three chapters have been concerned with the history of 
railroads and of inland waterways in this and in foreign countries. 
Among the other forms of transportation machinery which demand 
recognition to-day are street and interurban railways—facilities for 
movements which we shall now consider. 


History of the Street Railway 


Historically, the street railway began as a tramway, with cars 
drawn by horses or by stationary engines. It made use of the 
improvements in roadbed achieved by the inventors of wooden or of 
iron longitudinal tracks, without waiting for the later introduction of 
steam power. Railways of this type have been referred to in Chap- 
ter III, and there were many instances of them before 1830, both in 
the United States and in Europe. Most early tramways in the 
United States were used for the carriage of freight, but abroad the 
carriage of passengers was perhaps more common. 

The first passenger street car in the United States, the John 
Mason, dates from the third decade of the nineteenth century. It 
was drawn by horses over strap rails laid on stone ties, through 
Fourth Avenue, New York City. For some years after the construc- 
tion of this primitive apparatus, there was little development in 
street railway service. Between 1850 and 1855, however, half a 
dozen roads were constructed; 30 in the next five years; over 80 
between 1860 and 1870; and at the time of the census of 1890 there 
were 769 street railways in operation in the leading cities of the 
country." 


Introduction of Cable Cars 


When the horse car had established itself as a useful instrument of 
urban transportation, the next step was to experiment with improved 
systems of power. The locomotive steam engine was not adapted to 
city service, so that street railway engineers were unable to avail 
themselves of experience accumulated in the steam railroad field. 
But the cable system was introduced in August, 1873, and more than 
one thousand patents were issued in the United States for cable 


1 United States Bureau of the Census, Street and Electric Railways, 1902 (1905). 
Us 
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devices between this time and 1890, when the superiority of elec- 
tricity had been demonstrated. Cable cars are still used on some 
streets in San Francisco, and in other places where steep grades re- 
quire exceptional equipment, but no new equipment of this type is 
being installed. 


Experiments With Electric Power 


Experiments with electric power began as early as 1847, but for 
some time had no success. In the late ’sixties, after the commer- 
cial exploitation of the magneto-electric and the dynamo-electric 
generators, the efforts to perfect an electric railway were renewed; 
and by 1887 the efforts of a number of independent inventors had 
so advanced the technique of applying electric power that a success- 
ful electric street railway was placed in operation in Richmond, Vir- 
ginia. 

The rapid increase in the use of electric power upon street rail- 
ways in the United States, as well as the growth of street railway 
and interurban mileage since 1890, is shown by the following table: 


STREET RAILWAY TRACKAGE IN THE UNITED STATES, CLASSIFIED ACCORDING 
TO POWER USED! 
Miles of track operated 


by 1890 1902 1907 IgI2 IQI7 1922 
Bleetrrcrty, cc¢ 23 ten 0 1,262 21,902 34,060 40,808 44,677 43,789 
Almbmieliss o panasee obo ue 5,662 259 136 58 II 4 
Cab leeterceeciceen nos 488 241 61 57 45 46 
karen oc ara eso: 711 169 105 76 4I I 
ENGI: talks ae ee 6 41 66 61 g2 

Avatalle nas, erect tes $5123 22,577 34,403 40,065 44,835 49,932 


The transition from horse to electric power occurred between 1890 
and 1g02. In the former year 69.7 per cent of street railway and 
interurban trackage was operated by horse power. In 1902, horse 
power was used only on 1.1 per cent of such trackage, while elec- 
tricity was employed upon 97 per cent. 


City v. Interurban Railway 


There were two alternatives before the electric-driven street rail- 
way when it had reached the stage of technical success. One was to 
go out into the country and compete directly with steam railroads for 
passengers and possibly for freight, and the other was to confine 


* United States Bureau of the Census, Street and Electric Railways, 1907, p. 23; 1917, 
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itself to city transportation, where it had found its first opportunity 
and where its advantages were greatest. This choice did not exist 
so long as the motive power for the street railway was horse or 
cable, but it presented a problem for the electric railroad manager 
to decide at least as early as 1902, when electricity had become al- 
most the only power in common use and when improvement in dis- 
tributive systems had made it possible to transmit power long dis- 
tances without prohibitive loss. 

The difference between a city and an interurban railway is that 
the latter connects two or more independent communities, and is 
organized to carry baggage, mail, express, and miscellaneous freight 
as well as passengers, while the former serves only a single city, or 
a city and its suburbs, and carries only passengers and their hand 
luggage. ‘The interurban differs, on the other hand, from a com- 
mercial railway, in that it does not undertake a general bulk and in- 
terchange freight business.1 

In some instances classification is difficult, as a railway may do a 
local business in a city and also carry passengers from the city to 
neighboring towns, while the line between suburban and interurban 
business is especially difficult to draw. 


Development of the Interurban 


The manner in which interurban railways developed their operat- 
ing practices between 1900 and 1919 was described in testimony be- 
fore the Federal Electric Railway Commission in the latter year. 
Speaking of the early days of interurban operation in Indiana, a 
witness said: 


“ “Of course, like everything else new, we did not have a 
broad idea of the possibilities of interurbans when we com- 
menced. They were built cheaply, with lighter rails, smaller 
cars. We did not think anything about freight, we did not think 
anything about train dispatchers. We would put a signal with 
a lever at one switch and a lever at another switch and we 
stopped and got the train through as best we could. 

“‘Then after a while we saw that would not do. So the 
present system—and I say the present system, for it is prac- 
tically uniform, the system of operation of interurban roads at 
this time—was gradually adopted. A train dispatcher was em- 
ployed and we used the telephones for issuing orders, and we 


1 Fischer, Economics of Interurban Ratlways. 


76 


PRINCIPLES OF INLAND TRANSPORTATION 


have the men take the orders by telephone and repeat them 
back to the dispatcher, and a record is made and it tends to 
safety. We put on larger cars, put a compartment in for the 
smokers and another compartment for the general public and 
another room for the baggage and express, and then in the for- 
ward part a compartment for the motorman. . . . Air com- 
pressors are put on the cars so that the air brakes are as com- 
plete as on the steam roads. Electric headlights are used; and 
they run through the country at varying rates of speed, some 
of them as high as sixty and seventy miles an hour, The fast- 
est train that ever ran on our road we ran from Indianapolis 
regularly to Connersville, fifty-eight miles, and we made the 
run in an hour and a half by schedule time, twenty-two minutes 
of that being taken in getting out four miles to the suburbs of 
the city.’ 

“Tue Cuarrman: ‘How many stops were there on that route?’ 

“Mr. Henry: ‘We made two intervening stops—one to meet 
the other car running in the opposite direction, and the other 
at the county seat of Rush County, Rushville. That gives you 
some idea of the speed at which they can be run. 

““Now, the old way when we commenced was that we picked 
up the passengers everywhere; we stopped on hail at a crossroad 
or an alley, and it did not make any difference which. But that 
would not work; that took too much time; so we had regular sta- 
tions adopted, and we got tickets, and finally we organized a 
traffic association that is the publisher of this map, which covers 
the territory of Indiana, Ohio, Michigan, part of Pennsylvania, 
and part of Kentucky; it does not cover Illinois simply because 
there is no physical connection between the lines in the two 
states. Under that freight business was built up and regular 
freight schedules of trains and also freight tariffs filed with the 
commissions, both the state and interstate, covering the freight 
rates and the passenger business the same way.’” } 


The interurban railway is, like other electric railways, in the main 


a carrier of passengers. 


Advantages of the Interurban 


The principal advantage which the interurban possesses over the 


steam-operated railway is the greater frequency of its service, as well 
as its high average speed. The frequency is made possible by the 


Federal Electric Railways Commission, pp. 698-699, testimony Henry. 
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fact that interurbans can and frequently do run singly instead of 
in trains. As for speed, the interurban service is not hampered by 
having to care for low-grade freight. Its cars have a higher rate 
of acceleration than the steam engine, and so can attain perhaps a 
higher average speed, although their maximum is certainly not 
greater than that of the steam lines. The terminals, too, of the in- 
terurban are more numerous and therefore more convenient than 
steam terminals. The advantage of convenience would be still greater 
if interurbans still operated, as they once threatened to do, in large 
part upon the public highway. This they no longer do. According to 
the census of 1922, 25,857 out of the 43,932 miles of electric railway in 
the United States were laid on public thoroughfares, and the bal- 
ance only on private right of way. But these figures include all urban 
surface cars, which by necessity operate for the most part upon the 
public streets, and separate statistics for interurban properties would 
tell a different story. 


Volume of Business 


The interurban railway still handles a substantial volume of bus- 
iness. Indeed in Detroit, Michigan, 70 per cent of shipments from 
wholesale houses were said, in 1919, to be reaching the surrounding 
country by interurbans, and second- and third-day deliveries were 
being made to all points within a radius of roo and 150 miles. Out 
of Indianapolis, there was a daily service as far as Fort Wayne (125 
miles) and South Bend, Indiana (171 miles).1_ Manufactured goods 
from the cities moved outward, while stock, fruit, sugar, milk, eggs, 
etc., were shipped to the city market. This is typical of a great 
deal of interurban business. 

No complaints were made to the Federal Electric Railways Com- 
mission in 1919 regarding interurban railway operation. It seems 
that when the interurbans were first introduced there was some fear 
lest they might injure small towns to the advantage of large, by 
encouraging direct buying in the larger places; but experience has 
shown that even the smaller places are helped by additional trans- 
portation facilities, and the fears have died away. 


Probable Future of the Interurban 


Yet in spite of the real service which interurban railways have 
rendered and are still rendering in the transportation of passengers 
and of certain types of freight, it seems unlikely that they will be 


1 Tbid., p. 703, testimony Norviel. 
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able to establish themselves as a major transportation agency. In 
fact, interurban track mileage declined between 1917 and 1922 in 
the country as a whole, and in more than half of the states that 
occupied a leading position in the field. ‘The interurban service, 
with its lighter cars and track, is less comfortable than the main-line 
railway for journeys of considerable length; and while it is more 
flexible than the railroad, it is less so than the automobile. More- 
over, electric traction is expensive except in areas of dense traflic, 
and the advantage of frequency of service can be secured either 
through bus lines or by changes in the character of equipment used 
upon the railroad. The most productive field for the electric railway 
is the city, not the country, and it is here that its permanent con- 
tribution will be made. 


Character of City Movements 


The chief daily movements within a city consist of morning and 
evening journeys of clerks, mechanics, laborers, and business men 
between their homes and places of business, the shopping travel, 
mostly of women, from residential to retail store districts, the eve- 
ning travel to theatres, operas, music halls, and other places of amuse- 
ment, and the short-distance communication between units in the 
business district. In addition to this is the suburban movement, 
and the travel of strangers who are passing through or who are 
visiting the city for business or for social purposes.} 

Day by day the population of any large city pours into a narrow 
central district to transact its affairs, and then leaves that district 
in the evening for rest and recreation and for the enjoyment of fam- 
ily life. Day by day also there is a secondary movement in and out 
that takes place in the evening hours as a result of various elaborate 
forms of amusement which the city has to offer. 

These currents of traffic are of the city’s life. They make it 
possible for many people during business hours to come into easy 
contact with others with whom they must communicate. They 
bring men to material, which is frequently cheaper than bringing 
material to men. By their location city routes of travel exert pro- 
found influence upon the earnings of retail stores and, through these, 
upon many other industrial locations. Much attention is rightly 
paid to the relation between passenger movements and land values, 
and although the subject cannot be examined here, it has become of 
increasing interest to business men generally as part of the scientific 


1 Hurd, Principles of City Land Values, chap. vii. 
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study of business location, as well as to certain groups in particular, 
including tax-gatherers and distributing agencies. 


Relative Importance of the Street Railway in the City 


While the interurban has attained a considerable development, it 
has never ranked as a major branch of the transportation plant of the 
United States. On the other hand, the urban street railway sur- 
passes the steam railroad in the number of passengers handled. 
Moreover, it does not merely compete with the steam railroad, but 
it performs a service which the latter is not fitted to undertake with- 
out radical changes in its organization, and changes in its equipment 
and in its operating methods. 


Characteristics of Street Railway Traffic 


The most puzzling operating problems of the street railway arise 
out of two characteristics of city passenger business. The first of 
these is that city traffic is extremely dense, and the second is that 
this traffic is unbalanced. Let us consider briefly these two char- 
acteristics and some of their results. 


Density 


The density of traffic which results when 44,000 miles of electric 
lines carry 15 billion passengers in the course of a single year 1s, of 
course, very great. The surface lines of New York City, which 
present the extreme case, carried 1,805,560 passengers per mile of 
track in the course of the year 1922, and the elevated and subway 
lines, 3,131,611 passengers per mile of track. The corresponding 
figure for the Pennsylvania Railroad and the New York, New Haven, 
and Hartford, Eastern railroads which handle exceptionally large 
numbers of passengers, was 5,343 and 18,176 passengers per mile of 
track. 

Comparisons of this sort lack definiteness because we have little 
information regarding the average length of haul on electric rail- 
way properties. The fact that steam railroad passengers buy tickets 
for travel between designated stations and that these tickets are sub- 
sequently subject to audit in the central railroad offices makes it 
possible to state exactly the average distance traveled. In 1924 
this distance was 38.7 miles for the country as a whole. For the 
Pennsylvania in 1922 it was 33.82 miles, and for the New Haven, 
21.56 miles. 

There is nothing comparable to these figures in street railway sta- 
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tistics. However, the statistician for the American Electric Railway 
Association estimated in 1918 that the average haul on electric 
railways in this country was 3 miles or less. This is confirmed in 
a general way by the results of a traffic count taken in Boston in 
1917 under the direction of a research assistant in the Massachusetts 
Institute of Technology. This count was based on inquiry cards 
given to incoming passengers on a certain day. The investigators 
secured 5,168 properly filled out cards, and were able to calculate an 
average length of ride for the group of patrons of 4.1 miles.’ 

It will be observed, however, that the difference between the 
density of traffic on steam and electric street railways is so great, 
on the basis of passengers handled, that the difference in length of 
haul makes little difference in the practical conclusions to be drawn 
from the figures. 


Effect of Rush Hours 


The difficulty of handling this dense traffic upon the street railway 
plant is increased by the concentration which occurs at certain hours 
of the day. Thus an hourly count upon the Boston Elevated Rail- 
way on April 12, 1920, showed that 50 per cent of the day’s passen- 
gers were carried between the hours of six and nine in the morning 
and four and seven in the afternoon. In six hours of the day as 
many passengers were transported as during the remaining eighteen. 
In Chicago, in 1922, the elevated did about 65 per cent, and the sur- 
face lines 53 per cent, of their business during these same hours.” 


Obstacles to Increase in Street Railway Capacity 


It will not do for a street railway to meet the demands upon it 
merely by increasing the number of its tracks or by purchasing new 
cars, for it operates within limitations of space. It is, for instance, 
rarely possible for a company to lay more than two, and almost 
never more than four, tracks in a city highway, as this would occupy 
the street to the exclusion of other uses. Moreover, since the max- 
imum demand for transportation comes only during a few hours of 
the day, the facilities provided would remain unused during most of 
the twenty-four hours. 

Nor is it possible to increase the route speed of cars very greatly, 
because of the danger to other traffic and because the limiting fac- 


* Blake and Jackson, Electric Railway Transportation, p. 51. 
2 Tbid., pp. 58-59. . 
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tors with respect to speed in congested districts are the number of 
stops and the presence of other traffic. 


Acceleration of Traffic Movements 


This problem of capacity is the first one which the operating man- 
agement of a street railway has to meet. ‘The attempts to render 
maximum service with a plant of reasonable size express themselves 
in a number of policies with which users of street railways are more 
or less familiar, 

1. Street railway cars are run at uniform speeds. A car which 
travels faster than the normal speed upon a track leaves a space 
behind and requires a free space in front which reduces the number 
of cars that can be operated upon the track. 

2. Cars are built and methods devised to minimize delay in 
loading and unloading. This, for instance, is the function of low 
steps, broad platforms, center doors, railings dividing incoming and 
outgoing passengers, the multiplication of directing signs, pay-as-you- 
leave instead of pay-as-you-enter systems of taking fares, the use 
of auxiliary fare collectors, and other devices of these general sorts. 
The efforts to promote rapid loading are all the more necessary 
since the abandonment of the almost universal five-cent fare and 
the increased necessity for making change at the moment of entering 
the car. 

3. Attempts are made to increase journey speeds without increas- 
ing the maximum speed of street cars in motion, by reducing the 
number of stops. Much can also be done by city governments to 
assist the street car in speeding up its equipment by better regula- 
ticn of traffic, especially at intersections, and by stringent automobile 
parking rules. 

Practices such as those mentioned in the preceding paragraphs 
have occupied much of the attention of street railway managers dur- 
ing the past generation, and substantial progress has been made in 
the technique of handling city traffic. It is becoming increasingly 
clear, however, that while the street railway, including the elevated 
and subway lines, is the most effective machine for moving large 
masses of people in congested areas which has yet been devised, it yet 
cannot keep pace with the demands of urban population unless some 
community action is taken to limit the height of buildings, or in some 
other way to control concentration of business in the downtown dis- 
tricts in large cities. Up to the present time, improvements in local 
transportation machinery in cities like New York and Chicago have 
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done little more than encourage the further development of business 


in downtown areas. No street railway plant can expand as rapidly 
as the demands upon it if these demands are uncontrolled. 


Unevenness of City Passenger Traffic 


Besides the mere physical problem involved in the successful 
handling of large masses of people, there are financial questions con- 
nected particularly with one characteristic of street railway business 
which has already been referred to in preceding pages—the uneven- 

ness with which traffic offers itself during the day. When 50 per 
cent of its business is done in six out of twenty -four hours, a large 
part of the street railway plant is unused a considerable portion of 
the time. 

The following table, taken from Blake and Jackson’s treatise 
on electric railway transportation, shows the use of its cars reported 
by the Eastern Massachusetts Street Railway on a typical day of 


1923. 


NUMBER OF HOURS IN WHICH CARS ARE IN SERVICE ON THE EASTERN 
MASSACHUSETTS STREET RAILWAY ! 


Hours Number Hours Number 
in of in of 
service cars service cars 
Less than 1 2 12 to 13 17 
: Ito 2 50 $e 14 10 
250913 38 14 to 15 8 
3. to) A 2 I5 to 16 4 
4to 5 48 16 to 17 6 
rider (0) a0 I7 to 18 Sy 
(Svwoy y/ 2 18 to 19 130 
tO) 18 ar Ig to 20 2 
8to 9 8 20 to 21 6 
g to Io 12 Pde) Oe) y) 
10 to II 14 22 to 23 2 
II to 12 IS 23 to 24 I 


The problem which these figures suggest is not solely one of 
prompt movement of an irregular traffic; it is also a problem of econ- 
omy in utilization of plant. Street railways are forced to make a 
double effort. On the one hand, they must seek business for the 
hours of light traffic because the fixed charges attributable to this 
business are negligible, and the work can be done at low cost; and 
on the other hand, they must strive constantly to adjust variable 


1 Blake and Jackson, Electric Railway Transportation, p. 58. 
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elements in their service to demand so as to hold down operating 
expenses. 

It is for the second of these two reasons that street railway man- 
agements are ingenious to devise means for withdrawal of equip- 
ment during the slack period of the day. On the other hand, it is 
for the first reason that street railways are anxious to develop traffic, 
provided that the new business does not come at the moment of 
their peak load. This is especially true since the advent of the auto- 
mobile has cut into street-car revenues. In the long run, the street 
railway need not fear the competition of the jitney in crowded pop- 
ulation areas, because a street car is essentially more economical 
than an automobile to run, and occupies less space in the street per 
passenger handled. But the automobile has taken a large part 
of the pleasure traffic which the street cars formerly enjoyed. The 
effort of the street railway to encourage off-peak business is not due, 
however, to the advent of the automobile, but rather to the essen- 
tial irregularity of the business with which it is concerned. 


Credit of Street Railways Should be High 


In his analysis of the testimony taken before the Federal Electric 
Railways Commission in 1919, Delos F. Wilcox states the reasons 
why the credit of street railway companies should be high. Street 
railways have enjoyed a monopoly of the most convenient form of 
local transportation during a period of rapid industrial development 
and of rapid increase in urban population, Their traffic is com- 
paratively free from fluctuation. Their property is visible and so 
well known to all. Street railways need little working capital. Their 
revenues are collected in advance or at the very time when the 
service is rendered; they have no bad debts, and their current ex- 
penses are provided for by their current receipts.1 

In spite of the advantages which have been mentioned, the recent 
financial condition of the street railway industry has been so pre- 
carious that some discussion of this side of the problem is necessary. 


Actual Financial Condition of Street Railways 


During the past five or ten years the financial condition of street 
railway systems in this country has been very bad. A comparison 
of street railways with steam railroads on the basis of figures of 
capitalization and dividends in 1922 stands as follows: 


1Wilcox, Analysis of the Electric Railway Problem, pp. 17-18. 


84 PRINCIPLES OF INLAND TRANSPORTATION 


Electric railways * Steam railroads Tf 
1922 1922 
Total stock outstanding..... $2,329,173 ,090.00 $9,140,964,901.00 
Per cent of stock yielding divi- 
GENO Sie Aen ots See 39.6 % 59.38% 


Amount of dividend declared. $ 53,662,994.00 $ 338,805,695.00 
Average rate on dividend 


wieldime Stock. oh. averc. 5.82% 6.37% 
Ratio of dividend declared to 
IRSHOGK nee seyret 2.30% 3.78% 


* United States Bureau of the Census, Street and Electric Railways, 1922, p. 115. 

+ Interstate Commerce Commission, Annual Report on the Statistics of Railways in 
the United States, 1922, pp. Xxxil, Xxxlli. The amount of railroad stock stated in the 
table as Taatstandihe” Gotixe.664,501 .00) is slightly greater than the total for which 
the Interstate Commerce Commission presents statistics of dividends declared. The 
difference is not material, but the careful reader may be warned that the ratios and 
percentages in the table, as well as the amount of dividends declared, have reference 
to the smaller capitalization concerning which the Commission is able to publish full 
information, and not to the full amount of outstanding stock. 


The fact that the ratio of dividends declared to all street railway 
stock outstanding is only a little over 2 per cent is not conclusive 
evidence of low earning power, in the absence of information con- 
cerning actual investment in electric railway properties; but there 
is reason to inquire into the condition of a great industry which re- 
ports dividends of only 2 per cent upon its outstanding stock. 

Additional light is thrown upon the condition of street railways 
in this country by an examination of the course of prices of street 
railway securities in the course of the last twenty-five years. In the 
diagram which is reproduced on the following page there is shown 
the yields of a selected list of twenty-five street railway bonds at half 
yearly periods, between 1902 and 1927, inclusive.? 

Examination of the above diagram will show that street railway 
bonds enjoyed a high credit during the early years of the twentieth 


1 The yields of street railway securities are calculated by the author and include ae 
following issues: West End debenture 4s, 1914 (1902); West End debenture 4s, 193 
(1903-27); Connecticut Ry. & Ltg. 41%s, 1951 (1902-27); B. R. T. §s, 1945 (1902- nae 
B. R. T. 4s, 2002 (1903-27); Aurora, Elgin & G, 5s, 1941 (1903-27); Metropolitan West 
Side 4s, 1938 (1902-27); Northwestern El. 4s, 1911 (1902-04); South Side El. 4%s, 
1907, 1924 (1903-24); Denver City Tramway §s, 1933 (1902-25); Detroit U. 4%s, 
1932 (1902-27); Duluth St. Ry. 5s, 1930 (1902-27); Los Angeles 5s, 1938 (1902-27); 
Louisville Ry. 5s, 1930 (1902-27); N. O. Ry. & Ltg. 4%s, 1935 (1905-23); N. O. Ry. 
4¥s, 1952 (1903-05); Interborough Metro. 41%s, 1956 (1906-09); Metropol. St. Ry. 
48, 2002 (1903-05); Interborough Rapid Transit 5s, 1966 (1914-27); Interborough 
Rapid Transit 5s, 1952 (1910-13); Phila. Rapid Transit 5s, 1957 (1909-27); Market 
St. El. 4s, 1955 (1905-09); United Rys. of St. Louis 4s, 1934 (1902-27); Denver Tram- 
way 5s, 1950 (1926-27); M. O. Public Service Corp. 5s, 1952 (1924-27). 
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century. This credit was somewhat impaired between 1902 and 
1917, and then, between 1917 and 1923, there occurred a collapse 
which has been paralleled in no other industry of comparable size 
in the United States. At the extreme point, the average yield of 
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street railway bonds, which had begun at 4.4 per cent in 1902, rose 
to 13 per cent, with individual instances of still higher returns. The 
yield fell after 1921 to more normal figures, although it still stands 
at more than 6 per cent, or nearly half again as high as the yield 
in January, 1902. 
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Street Railway Receiverships 


The collapse of street railway credit after 1917 was naturally ac- 
companied by a sensational increase in the number of receiverships. 
The financial history of this episode may be summarized in the fol- 
lowing table: 


ELECTRIC RAILWAY RECEIVERSHIPS ! 
Number Miles of 


of single 

Year companies track Stock Bonds 

1909 22 558.00 $ 29,962,200 22.396 OOO 
I9IO II 696.61 12,629,400 75,490,735 
IQII 19 518.90 29,533,450 38,973 293 
1912 26 Ui eiaste: 20,410,700 II , 133,800 
1913 18 342.84 31,006,900 47,272,200 
I9I4 10 362730 35,562,550 19,050,460 
1915 2 L522. LO: 40,298,050 $0) 2720395 
1916 IS 359.26 14,476,600 10,849,200 
1917 21 1,177.32 33,918,725 33,778,400 
1918 29 2,017.61 92,130,388 LO9 257 LO? 
191g 48 27 le, D2 R21 259), 354 S12. O15. 11Cd, 
1920 19 1,065.31 28,758,455 72,283 ,575 
1921 19 986.42 32,909,525 36,177,800 
1922 14 695 . 43 18,140,150 20,304,400 
1923 12 333.63 $5992), 100 14,707,066 
1924 12 1,021.88 28 , 489 , 700 35,716,000 
1925 I4 200.07; Br, 303,295 54,696,525 
1926 16 1,229.28 17 709543)5 117,560,073 


The rise in receiverships in the years 1917, 1918, and 1919 will be 
noted. In 1917, 1,177 miles were placed in receivers’ hands; in 1918, 
2,018 miles; and in 1919, 3,781 miles. In 1920, the figure of new 
receiverships had again fallen to 1,000 miles, and since that time 
the situation has still further improved, although with some re- 
crudescence of trouble in 1924 and 1925. Nearly half (590 miles) 
of the mileage placed in receivers’ hands in 1926 consisted of the 
tracks of the Chicago Railways. This was a voluntary receivership 
to conserve property at the expiration of a franchise, not a failure 
due to insufficient income. It was not, therefore, an instance of finan- 
cial strain in the same sense as were the failures which preceded it. 


Causes of the Collapse of Street Railway Credit 


So dramatic a financial breakdown of a great transportation 
agency requires some words of explanation. One cause may be 


1 Electric Railway Fournal, January 1, 1927, p. 40. 
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found in the reckless management, especially financial management, 
which characterized many street railway projects in their early days. 
This took the form of overbuilding, improper dividend policies, 
overvaluation of assets, free issue of bonus stock, and other prac- 
tices familiar to students of the pathology of corporation finance. 

A further heavy burden upon street railway finances has been the 
high rate of obsolescence of street railway properties. This in turn 
has been the result of rapid improvements in technique, which have 
in some instances compelled the rebuilding or reéquipping of street 
railways several times in the course of a comparatively few years. 
An additional factor in obsolescence has been a public demand for 
improved service, that has compelled heavy expenditures in remod- 
eling and increasing plant and equipment—expenditures which have 
not in all cases produced increases in revenues to correspond, 

A third annoyance to the street railway has been the competition 
of the automobile. A traffic count in the city of St. Louis in 1925 
showed the following distribution of passengers between street cars, 
private automobiles, buses, and jitneys: 


SUMMARY OF TRAFFIC COUNT IN AND OUT OF BUSINESS DISTRICT, ST. LOUIS, MO., 
1925, ENTIRE BUSINESS DAY (7 A. M. TO 6 P. M. BOTH IN AND OUT) 


Vehicles Passengers Passengers 
Num- Percent Num- Percent per 
ber of total ber of total vehicle 

BELCet CATS. aa yo0 cme wean 9,645 9.6 308,779 62.8 32,1 
Private automobiles. .... 87,700 87.2 12a SOM 2ONO 1.6 
ISUISES Ty ty eta. cae g 1,976 20 36.233 Wad. 18.3 
BODVICE CATS. © yriic s cins see I, 208 Paz 3,913 0.8 a2 
eM talees cde, eke ke 100,529 100.0 491,684 100.0 4.9 
Commercial vehicles.... 37,837 ..... BOW. xan ne ifs 
Gch: ne ee ere [3.06 ye BAe Gay warntre 0) 


During the entire day, from 7 a.m. to 6 p.m., motor vehicles of one 
type or another carried 37.2 per cent of the passengers entering or 
leaving the business district. During the rush hours the proportion 
fell to 27.6 per cent, and between the hours of 10 a.m, and 4 P.M. it 
rose to 44.8 per cent, but at all times it was a substantial proportion 
of the total traffic. 

In Los Angeles, also, in 1925, a check made of all traffic crossing 
the streets bounding the congested or metropolitan district between 


* Service cars are 2S-cent jitneys. Electric Railway Fournal, October 10, 1925, p. 
615. 
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the hours of 6 a.m. and 7 p.m. on a normal weekday gave similar 
results! and common observation is sufficient to establish the fact 
that conditions in the two cities mentioned are reproduced, in vary- 
ing measure, in other large centers of population. 

While we cannot be sure that all of the passengers carried in motor 
vehicles would use the street cars if no automobiles or motor buses 
were available, it is safe to assume that a large portion of them 
would travel in the cars, and that the competition of the automobile 
results in a large loss in revenue to the street railway lines. 


Increase in Prices 


Important as bad management, obsolescence, and motor com- 
petition have been in weakening the general position of street rail- 
way companies, they do not account for the suddenness with which 
confidence in street railways as investments has been destroyed. 
There is little question but that the recent unfortunate experience 
of the street railways of the country is connected with the war. 
It represents the effect of increases in wages and prices in an in- 
dustry with little reserve strength, which could not readily increase 
its own prices to the public. 

A representative of the Westinghouse Electric Manufacturing 
Company testified before the Federal Electric Railways Commis- 
sion in 1919 that the percentage increase in the prices of a list of 
specified articles largely used by electric railways had been, between 
the middle of 1915 and June, 1919, as follows: 


Railway motors and car equipment, approximately 87 per cent 
increase; 

Locomotives, approximately 87 per cent increase; 

Rotary converters, approximately 75 per cent increase; 
Transformers, approximately 70 per cent increase; 
Switchboards, 100 per cent increase; 

Motor generator sets, 95 per cent increase; 

Turbines, too per cent increase.” 


This testimony conforms reasonably closely to data published by 
the Electric Railway Journal, showing that the cost of electric rail- 
way operating materials valued at $100 in 1913 was, in 1916, $126; 
In 1919, $172.2; and in 1920, $224.6.3 It is likewise in harmony with 

1 Ibid., p. 618. 


? Federal Electric Railways Commission, p. 393. 
8 Electric Railway Fournal, January 1, 1927, p. 29. 
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the index of wholesale prices published by the United States De- 
partment of Labor, and with the known trend of costs during the 
war in almost every line. 


Increase in Wages 


The available data regarding wages paid by electric railway com- 
panies indicates that changes were important in this field as well as 
in the field of prices. According to the census of 1922, the average 
annual wage paid conductors, motormen, one-man car, and bus oper- 
ators was $655 in 1907, $726 in 1912, $934 in 1917, and $1,571 in 
1922. Relating this to the amount of business done, this becomes 
$.99 per hundred passengers in 1912, $1.12 in 1917, and $1.62 in 1922. 
The ratio of increase for other wage-earners employed by electric 
railways was somewhat greater than this during the same years, 
and that for salaried employees about the same. Street railway 
companies objected to demands for increased wages on the ground 
that they could not afford to pay a higher scale, but the National War 
Labor Board decided that it would not be fair, in determining wages, 
to take into account the financial condition of the employer, and this 
point of view has generally been accepted. 

The increase in wages and prices in the street railway industry 
could not be met immediately by an increase in fares, partly because 
public opinion opposed a change from the customary five-cent fare, 
and partly because the five-cent rate had become embodied in a large 
number of street railway charters and could not, therefore, be altered 
without municipal consent. These charter agreements had been 
freely concluded at a time when street railway managers believed the 
five-cent rate to be so profitable that they were anxious to perpetuate 
it. They proved disastrous when costs increased. This is the fourth, 
and probably the most important, of the causes for the decline in 
street railway credit. 


Attempts to Restore Street Railway Credit: Abandonment of 
the Five-cent Fare 


As late as 1917, the basic five-cent fare was general throughout 
the United States. During the next five years, however, the practice 
changed, until, in 1922, the situation was as follows: * 

New England, in 1922, showed the greatest number of ten-cent 
fares, while the Pacific coast clung persistently to fares of five and 
six cents. Reduced to an index number, the average street railway 


1 Census of 1922, sup. cit., p. 91. 
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Basic rate Municipalities having Municipalities having 

of fare 8,000 to 50,000 50,000 or more Total 

(Cents) inhabitants inhabitants 
5 117 21 138 
6 55 25 80 
7 93 36 129 
8 43 33 76 
9 6 I 7 
10 59 25 84 


fare was 100 in 1913, 106.2 in 1918, 120.7 in I9I9, 137.2 in 1920, 
148.9 in 1921, 146.0 in 1922, 142.9 in 1923, 145.2 in 1924, 150.2 in 
¥o25, and (51.7 in 19265 


Do Increases in Fares Bring Increases in Revenues? 


There is always question in an individual case whether an increase 
in fare will increase revenues, or whether it will not have this effect. 
In Boston, Massachusetts, street railway fares were increased from 
five cents on July 31, 1918, to seven cents on August I, 1918, eight 
cents on December 1, 1918, and ten cents on July 10, 1919,” or in- 
creases of 40, 60, and 100 per cent. The increases in revenues were 
12 to 21 per cent, 36 to 46 per cent, and 60 per cent in different 
months following these advances, the figure of 60 per cent being 
calculated on the basis of the first few days after the introduction of 
the ten-cent fare. 

In other cities, the results have been sometimes more and some- 
times less favorable to the street railway companies. Thus in Scran- 
ton, Pennsylvania, in 1918, a 20-per-cent increase in fare, from 
five to six cents, produced a 12-to-13-per-cent gain in revenue? 

In Cincinnati, a percentage increase in revenue closely approx- 
imated a similar percentage increase in rates. On the Connecticut 
Railways in 1917, an increase in fares from five to six cents brought 
almost no additional return. 

The Federal Electric Railways Commission made a special effort 
to inform itself concerning the effects of fare increases between 
1917 and 1919, and obtained some interesting results, embodied in 
the following table: 

It seems likely that fare increases in the cases tabulated exerted 
a restraining influence on the number of revenue passengers moved. 


1 Electric Rathway Fournal, January 1, 1927, p. 29. 

? Federal Electric Railways Commission, p. 963, testimony Conway. 
3 [bid., p. 366, testimony Tingley. 

4 Ibid., p. 477, testimony Culkins. 
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COMPARATIVE STUDY OF PASSENGER REVENUES IN RELATION TO FARE INCREASES 
UPON THE PRINCIPAL STREET RAILWAY SYSTEMS OF THE UNITED STATES, AS 
REPORTED FOR THE FIRST NINE MONTHS OF I9QI7 AND THE FIRST NINE MONTHS 


OF I9I9 
Increase Increase Increase 
in in number in 
average of revenue passenger 
fare Passengers earnings 
1917-1919 1917-1919 1917-1919 
(Per cent) (Per cent) (Per cent) 


Cities or systems where there was no 

increase in average fare paid, or 

where the increase was less than 3 

Memcent (Tasystelns))y.2 ons. « 0.41 15.08 15.65 
Cities or systems where the increase 

in the average fare paid was be- 

tween 3 per cent and Io per cent 

(Paes SEE NIS0S ny vidvct vata ators 6.63 10.73 1135308 
Cities or systems where the increase 

in the average fare paid was be- 

tween Io per cent and 25 per cent 

(GO SAISING) oo on5005 uuondes oc 17.80 6.65 25.63 
Cities or systems where the increase 

in the average fare paid was more 

than 25 per cent (15 systems)... 41.77 Daca. 30.97 

*Decline. Figures from Wilcox, Electric Railway Problem, pp. 205-210. 


On the other hand, the percentage increase in revenue in all cases save 
the last exceeded the percentage increase in fare, although part of the 
gain was doubtless due to a normal growth in business independent of 
fares. The most reasonable conclusion from all the evidence is that 
increases in fares bring some, though not proportional, increases 
in revenue, while there are wide -variations in individual cases. 
Doubtless the length of haul, the presence or absence of other forms 
of transportation, and the opinion of the community as to whether 
the advance is justified have an influence upon the results. 


Service-at-Cost Franchises 


A further interesting attempt to assure an adequate return to 
street railway companies is contained in the so-called service-at-cost 
franchise. The essential elements of a service-at-cost franchise are, 
first, a valuation; second, an agreement upon a rate of return; third, 
an equalization fund; and fourth, a sliding scale of fares adjusted 
to cover costs of operation, and to provide, in addition, sufficient 
revenue to pay the agreed return upon the established valuation, 
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Generally speaking, service-at-cost franchises have terms of twenty 
years or more, or they may even take an indeterminate form, sub- 
ject to provision for purchase by the city at any time on reasonable 
notice. 


Cleveland 


A service-at-cost franchise of the sort just outlined was introduced 
in the city of Cleveland, Ohio, in the latter part of 1910, ‘The gen- 
eral plan here began with the erection of a so-called reserve fund, 
through an initial contribution of $500,000 by the street railway 
company. All subsequent company earnings were credited to this 
fund. Out of the fund, on the other hand, were paid all expenses 
of maintenance and operation up to a limit per car mile set in the 
ordinance itself, insurance, taxes, and 6 per cent on a valuation of 
the street railway company.? 

The same ordinance which established the reserve fund set up a 
schedule of fares in a series of gradations. The fares charged when 
the plan was first put into effect were three cents, with one cent for 
transfers. Whenever the sum in the reserve fund rose to $750,000, 
by excess of receipts over expenses, the fares dropped a grade; 
whenever it fell to $250,000, the fares automatically rose to the next 
higher grade. In this way, the fares, in the long run, were expected 
always to cover expenses, while the limitation of outlay per car mile 
protected the public against extravagance and inefficiency on the part 
of the company.* 


Influence of the Street Railroad Commissioner 


Under the Cleveland plan, the mayor and council were assisted by 
a city street railroad commisstoner, who was, by the terms of the 
ordinance, the technical adviser of the mayor and council. The reia- 
tions between the company and the city were handled by the coun- 
cil and the mayor on the one side, and by the company on the 
other side. The commissioner, however, had an office in the offices 
of the company, all accounts and books were open to his inspection, 


1 Federal Electric Railways Commission, pp. 467 ff., testimony Nash. 

2 Federal Electric Railways Commission, p. 590, testimony Stanley; p. 1,001, testi- 
mony Baker. 

3 The Cleveland ordinance was amended in detail in April, 1926. The new franchise 
contemplated a variation in the reserve fund between $500,000 and $1,100,000 instead 
of between $250,000 and $750,000; the maximum permissible fare was set at ten cents 
instead of six cents, and the company was allowed to pay 2 per cent commission on 
stock sales. The fundamental basis of the arrangement remained, however, as before 
(Electric Railway Journal, May 1, 1926, p. 771). 


STREET AND INTERURBAN RAILWAYS 93 


and he reported regularly to the mayor and council whatever he 
thought worth reporting.t 

In actual practice, the influence of the street railroad commis- 
sioner in Cleveland has always been, naturally, great. For one 
thing, the ordinance places upon him the responsibility of recom- 
mending to the council changes in the car mile limitations to 
operating and maintenance expenses, up or down. This gives him 
control over the outlays of the company. Again, the company is 
not permitted to spend money for improvements or betterments, 
or even for renewals and replacements, without the consent of the 
city; if it wants to buy one hundred cars it has to present to the street 
railroad commissioner the kind of cars it wants to buy, the cost of 
the cars, and the times of delivery, The Commissioner then advises 
the council, and a resolution is passed authorizing the purchase of 
these one nate cars. 

In case of dispute between the company and the city, the ques- 
tion at issue is referred to arbitrators, one of whom is chosen by the 
company, one by the city, and one by the district federal judge or 
circuit judge of the community. 


Cincinnati 


A service-at-cost franchise similar to that in Cleveland was 
adopted in Cincinnati in 1918. As revised in 1925, the maximum of 
the interest or reserve fund was set at $600,000, and the minimum 
at $200,000, and the franchise called for automatic decreases or 
increases of not less than one-half cent nor more than one cent 
in the fare when the maximum or minimum was attained.2 The 
fare control fund in this instance was fed, first, by a company con- 
tribution of $400,000 raised by the sale of securities, and then by 
the excess of gross receipts over operating expenses, taxes, fixed 
charges, and return on capital. The return on capital consisted 
of 5 per cent a year for the first three years and 6 per cent there- 
after on a capital stock specified in the franchise. Interest on bonds 
was taken care of under fixed charges, with the proviso that all 
future security issues must be approved by the director. 

In Cincinnati, the supervising official was called a “director.” 
Questions of extensions and further franchises were vested in the 
city council, but the council was required to refer these matters to 


1 Federal Electric Railways Commission, pp. 1,000-I, testimony Baker. 
2 Federal Electric Railways Commission, pp. 472-475, testimony Culkins; Electric 
Railway Fournal, November 7, 1925, p. 812. 
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the director for report and recommendation before it took action. 
In general, the city determined through the director the number 
of cars and the kind of cars which were to be run, their frequency, 
where the cars should stop, and where transfers were to be given; 
and in the matter of extensions the city reserved the right to order 
extension wherever it saw fit. Cincinnati did not adopt the Cleveland 
plan of a car mileage allowance, but it required the street railway 
company to file with the director, on or before December Ist of each 
year, a budget of operating expenses classified according to the Inter- 
state Commerce Commission’s system, and this budget, when ap- 
proved, was held to, unless modified by company request for a 
supplementary budget, a request which the director might allow or 
disallow. 


Sliding Scale of Profit 


An interesting feature of the original Cincinnati plan of 1918 
was the sliding scale of profit allowed the street railway company. 
Thus, when fares were more than six cents, all of the surplus after 
paying costs of service went into the reserve fund. When the fares 
were six cents, the company was permitted to retain 20 per cent 
of the surplus, 80 per cent going into the reserve fund. When fares 
fell to five and one-half cents, the company retained 30 per cent, 
and when they were five cents or less, the company retained 45 per 
cent. The fact that company profits increased as fares fell was 
expected to provide an incentive to economical operation. The 
new franchise of 1925 did not retain this provision for a sliding 
scale of profits, but it established instead a capital-stock retire- 
ment fund into which any excess in the fare control fund over the 
sum of $400,000 might be paid, when recommended by the director, 
provided that such payment in any single year should not exceed 
$300,000. Reduction in the outstanding capital stock, of course, 
had the effect of reducing the valuation upon which 6 per cent 
was to be allowed. 


Advantages of Service-at-Cost Franchises 


The service-at-cost franchise seemed after 1910 to offer a way of 
escape out of an extremely difficult situation, and several American 
cities besides those named voted franchises of this description. Ex- 
perience has, however, somewhat modified the expectations at first 
entertained. The great advantage of the system seems to be that 
it places the street raitway system of a city so entirely under the 
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control of municipal authorities that there is no longer ground 
for suspecting it of malpractice or extortion. This lessens the op- 
position to increases in fares—a great advantage at a time when 
advances in fares are imperative, as they were in 1919. Moreover, 
by offering the promise of a fair return to the investor, the cost- 
of-service franchise stabilizes the prices of street railway securities 
and lowers the cost of money for street railway purposes. 


Disadvantages of Service-at-Cost Franchises 


On the other hand, the service-at-cost franchise has obvious 
defects. ‘The agreed rate of return to the company may be made 
impossible because of city limitation upon operating and main- 
tenance expenses. The company, on its side, may slight its main- 
tenance unless the ordinance is drawn with great care. When it 
comes to extensions, the company is apt to hesitate to build into 
sparsely settled territory. Again, there is no incentive to economy 
in charters like the Cleveland one, so that the role of management 
may easily degenerate into mere routine. When this happens, mu- 
nicipal ownership would seem to be a preferable arrangement. 
Individual charters have been criticized upon the ground that they 
made no allowance for depreciation, that the rate of return which 
they allowed was too low, and that the implied promise of a reason- 
able revenue could not be kept by advancing rates, because advance 
in rates diverted business and decreased rather than increased 
revenue. 


Adoption and Rejection of Service-at-Cost Plans 


Service-at-cost plans have been adopted in Cleveland and in Cin- 
cinnati. Besides these two cities, the idea has been used, in one 
form or another, in Dallas, Montreal, Memphis, and in Rochester, 
New York. In Massachusetts a variant plan has been applied to 
the Boston Elevated and the Bay State street railway systems, 
and proposals involving service-at-cost have been recently under 
discussion in Chicago, Buffalo, St. Louis, and Kansas City. On 
the other hand, the plan has been at one time or another defeated 
by popular vote in Chicago, Milwaukee, Denver, and Minneapolis, 
and has been rejected by the city council in Syracuse. 


Municipal Ownership 


In 1912, the only municipal railways in the United States were 
those of Monroe, Louisiana, and San Francisco, California. In 
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1917, the number of roads of this character had increased to eight, 
and in 1922, to sixteen, with a total mileage of 793.83 miles of 
track.1 There is one state railroad, in Bismarck, North Dakota, 
reporting 1.12 miles of track.2 The most important municipal sys- 
tems are those in Detroit, Seattle, and San Francisco. 

It is evident from these figures that municipal ownership has 
made little headway in the United States. This is in sharp con- 
trast with England, where the majority of street railways are the 
property of the towns in which they operate. 


Arguments For 


There are reasons in the nature of the business why the street 
railway is an appropriate subject for municipal management. One 
reason is that the geographical limitations under which street rail- 
ways work make competition wasteful and codrdination of effort 
more than ordinarily important in their case. Another is that mu- 
nicipalities are more immediately and directly affected by street rail- 
way policies than they are by policies pursued in most other lines 
of business. This may be expressed by the phrase that local trans- 
portation is a social and not only a business problem. It may well 
follow from this that the city must operate its street railways if it is 
to shape its development along the lines which its citizens think wise. 
If one adds to these positive reasons the negative ones that the opera- 
tion of a street railway is in many ways a routine affair, and that 
the users of its service are in a position to judge easily and accurately 
whether the service is good or bad, there is basis for a strong argu- 
ment in favor of municipal operation. 


Arguments Against 


The principal objections in principle to municipal operation are 
that it is dangerous to place so large a payroll under the control of 
political officers, that the quality of the executive officers is likely 
to be lower under public than under private management, that reduc- 
tions in fare and unprofitable extensions will be made to curry favor 
with voters, and that the cost of the service will be concealed by 
improper transfer of expenses to general administration, 

As in most cases involving economic policies, the decision for or 
against municipal ownership in a particular city will ordinarily de- 


1 Census of 1922, sup. cit., p. 236. 
* The Boston Elevated Railway is managed by trustees appointed by the Governor 
of Massachusetts. 
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pend upon local conditions. The Federal Electric Railways Com- 
mission reported upon this subject:1 


“Some members of the Commission individually feel that 
eventually municipal ownership might prove generally desirable 
and that there may, perhaps, be communities in the United 
States in which on account of the responsibility of the local gov- 
ernment and the acuteness of the present conditions, municipal 
ownership should be resorted to. . . . The Commission is unan- 
imous on this point: that there has not been sufficient experience 
with public ownership and operation of street railways in this 
country to enable us to recommend it as a permanent solution 
of this problem.” 


The Future of Street Railways 
L. F. Loree, president of the Delaware and Hudson Railroad, only 


recently aroused resentful comment from the street railway industry 
by telling the Chamber of Commerce of St. Louis in April, 1926, that 
the country could wipe off the books the six thousand million dollars 
invested in electric street and interurban railroads, because the auto- 
mobile, truck, and motor-bus had placed them in the discard as 
effectively as the steam railroad shelved the stage-coach and stage- 
coach tavern during the last century. Likewise, John Bauer, one- 
time public utility consultant to the corporation counsel of New York, 
is quoted as saying that he cannot see an economic life of more than 
twenty years at the outside for the surface street car in large cities. 

It is important to arrive at some conclusion regarding the future of 
street railways because there are questions of immediate policy which 
require an estimate of future development for their proper handling. 
It appeared, for instance, from a survey completed late in 1925, that 
out of 82,450 street railway cars in the United States, 34 per cent, 
or approximately 28,000, are twenty, and 54 per cent fifteen or more 
years old. Twenty years is a reasonable life for a street railway car, 
but apart from this, the progress in car design since 1907 has been 
sufficient to render obsolete equipment constructed before that time.? 
Is it desirable to replace 28,000 street cars at an average cost which 
may easily exceed $10,000, or should the occasion be taken to with- 
draw a portion of its invested capital from street railway enterprise? 

What should be said, also, regarding service-at-cost contracts? 
Certainly under a service-at-cost arrangement, the public assumes a 


1 Federal Electric Railways Commission, p. 2,288. 
2 Electric Railway Fournal, January 2, 1926, p, 25; November 14, 1925, p. 853. 
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greater responsibility for the financial success of a street railway 
than under a franchise of a more usual type. Is this conclusive 
against service-at-cost franchises, or may the public safely undertake 
a more or less formal guarantee of the solvency of street railway 
enterprises?’ What is the lesson, finally, with respect to municipal 
ownership? 


Street Railway Situation Still Unstable 


Undoubtedly the street railway situation is still unstable. Dur- 
ing the past three or four years the net revenues earned by city car- 
riers have advanced, but at a declining rate; the ratio of earnings to 
fixed charges has become less favorable; new bonds and notes have 
been negligible in amount and have been issued at high rates; car 
orders are much below pre-war figures and, on the whole, have de- 
clined since 1923; and street railway mileage placed in receivers’ 
hands has shown a tendency to increase. 

On the other hand, there is some basis for optimism in the situa- 
tion. For one thing, the reorganization of companies which failed 
after 1915 is steadily progressing. The construction of new track 
proceeds moderately, relations with the public are improved, and 
fares are higher than ever in street railway history, although ex- 
penses have declined since 1920. There is yet no satisfying evidence 
that the space-occupying automobile will dominate the city streets, 
nor that the highway will provide as good a bearing surface as the 
rail where mass movements of passengers are concerned, 

The situation is too critical to permit of dogmatic assertion, and 
this chapter will close with a summary statement of the policy which 
leading representatives of the street railway industry believe to be 
essential to the salvation of their business. This policy includes the 
following four heads: 

1. The rendering of full and complete transportation service by 
all dependable and popular conveyances. This will include not 
only electric cars, buses, and trackless trolleys, but such other con- 
veyances as may be invented in future years. 

2. The modernization of equipment. The car is referred to as 
the show window of the industry, and improvements in design and 
comfort are regarded as of great importance. Attractive body lines, 
adequate lighting, proper heating and ventilation, wide doors and 
low steps, are details mentioned in this connection. 

3- Reorganization of the financial structure of individual com- 


1 Electric Railway Fournal, October 10, 1925, p. 604. 
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panies which cannot raise the necessary funds for extensions or bet- 
terments, or which have maturing obligations which cannot be eco- 
nomically met.? 

4. Cultivation of public relations through public speaking, adver- 
tising, and publicity.? 

A policy such as that outlined in the preceding paragraphs will 
not maintain a street railway industry which has no essential service 
to perform, but it is well calculated to strengthen a sound business 
in a period of temporary depression, and to place it on the way to 
eventual prosperity. That the street railway is a business of the 
latter type one may still be permitted to believe. 
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Roads 


The road system of a modern state antedates its railroads, and 
perhaps even its inland waterways, for some form of smoothed way 
over the land is necessary in the early stages of industrial develop- 
ment. The primitive network of local trails and wagon routes can, 
however, be neglected in our present study, as can also the more 
ambitious project for a federal highway from Cumberland, Mary- 
land, to St. Louis, which was undertaken in 1811 and continued 
more or less actively till 1840, until construction had reached the 
Indiana line. In general, road construction has been retarded in 
this country by the excellence of railway service. What was accom- 
plished prior to 1891 was at the expense of local government units. 


State Participation in Road Building 


In 1891, the State of New Jersey passed a law providing for a 
certain measure of state participation in road building. A state high- 
way department was established. Local authorities were permitted 
to invite the aid of the state, and if they did so the state undertook 
to develop plans and specifications, to inspect and supervise road 
construction, and to pay one-third of the cost. This policy, initiated 
by New Jersey, was followed by other states in one form or an- 
other, until by 1917 all of the forty-eight states had enacted state-aid 
highway laws. ‘Thirty-two states now provide full state control over 
the construction and maintenance of main state roads built entirely 
or largely at state expense. Other states have not gone so far, but 
most provide compulsory supervision over the construction of aided 
roads, and appropriate state revenues to pay a portion of the cost 
of construction. 

The reéntry of the federal government into the highway field 
dates from the so-called Federal-aid Road Act of 1916, supplemented 
by the Federal Highway Act of 1921. 


Federal-aid Road Act, 1916 


The first of these laws authorized the Secretary of Agriculture to 
participate in the improvement of post roads up to 50 per cent of 
the cost of improvement. Federal aid was to be limited by the ap- 
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propriation provided, and in no case was to exceed $10,000 per mile, 
exclusive of the cost of bridges more than twenty feet long. States 
desiring to receive federal aid were each required to create a state 
highway department adequate in authority and equipment to co- 
operate with the federal government, and to assume responsibility 
for the immediate supervision of construction. This last provision 
was intended to emphasize the importance of state participation in 
highway work. 


Federal Highway Act, 1921 


The second law, that of 1921, authorized the Secretary of Agri- 
culture, in codperation with state highway departments, to desig- 
nate a system of main interstate and intercounty highways, limited 
in each state to 7 per cent of the total mileage existing at the time 
of its passage. The mileage so designated is indicated upon the 
highway map reproduced on page 4 supra. Federal aid was hence- 
forth to be extended only to mileage in the designated system. A 
final stipulation was that the roads built must be maintained either 
by the state or by the federal government.? 


Extent of Federal-aid, State, and Local Road System 


Of the 2,941,294 miles of roadway in the United States in 1924, 
171,687 miles are within the 7-per-cent system. These highways 
reach directly nearly every city of 5,000 population or greater, and 
are so chosen that if zones ten miles wide were marked off on each 
side of them, these zones would include the homes of go per cent 
of the population. The so-called state highway system of the country 
includes this mileage, and in addition other roads sufficient to make 
a total of 251,056 miles. The remaining road mileage consists of 
county and local roads, generally unpaved, and administered, con- 
structed, and maintained by county officials, by road improvement 
districts, or by various township and district officials. 

It can be seen from the foregoing statements that the United States 
is well equipped with roads nd eat a systematic policy of main- 
tenance and improvement has been devised. The problem before 
the country with respect to highways is, now, not so much the 
laying down of new routes as the proper surfacing and regrading 
of old routes, in order to accommodate the sensational increase in 
the use of motor-vehicles which has marked the last few years. 
This leads us to the consideration of what is virtually a new device 


1 United States Department of Agriculture, Yearbook, 1924, pp. 100-101. 
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for the carriage of passengers, and, to a less extent, for the carriage 


of goods. 
Motor-vehicles in the United States 


The statistics of production and of registration of motor-vehicles 
in the United States go back to 1895. For five-year intervals they 
are as follows:1 


Year Production Registration 
1895 4 ; 4 
1900 5,000 ,000 
1905 25,000 78,000 
1g10 187,000 468 , 500 
1915 969,930 2,445 ,666 
1920 2,204,947 9,231,941 
1925 4,150,235 19,954,347 ~ 
1926 AGO? a7. 72,601,303 


Out of this figure of 22,001,393, representing the total registration 
of automobiles in the United States in 1926, 19,237,171 were pas- 
senger cars and 2,764,222 were trucks. There are no statistics of 
number of passengers handled or tons of freight moved. We have 
already seen, however, that a rough estimate would yield a figure of 
nearly 4 billion passengers. If each passenger is carried, on the 
average, 20 miles, the total transportation service would approximate 
80 billion passenger miles. The investment in motor-vehicles is not 
known, but the value of the annual product of the industry is esti- 
mated by the National Automobile Chamber of Commerce at $3,163,- 
756,676. The capitalization of the street railroads of the United 
States is, it will be recalled, about 5" billions and that of the steam 
railroads about 20 billions. ‘These latter figures, however, cover the 
cost of rights of way and roadbed, with which an automobile is not 
directly concerned. 


Definition of an Automobile 


The automobile has been defined as a self-propelled power vehicle 
not operated or driven upon fixed rails or tracks.? In this sense, 
Cugnot’s road wagon of 1769 was an automobile, and the same name__- 
can be applied to many other of the steam-driven machines which 
antedated the railroad or competed with it during its early years 


! National Automobile Chamber of Commerce, Facts and Figures of the Automobile 
Industry, 1926. 

2 Re motor-vehicles, P. U. R. 1919A, 52 (Ariz.). 

3 Young, The Complete Motorist, London, 1905. 
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The significant beginning of the automobile is to be found, how- 
ever, rather in the later invention and application of the internal- 
combustion gasoline engine, than in these early experiments. 

The internal-combustion engine using gasoline or petroleum 
spirits was patented by a German mechanic named Gottfried Daim- 
ler in 1884. Daimler fitted his engine to a bicycle, and afterward 
to boats, one of which ran on the river Seine during the Paris Ex- 
position of 1887. In this engine, a Frenchman named Levassor 
became interested. Levassor was a member of the firm of Panhard 
& Levassor, manufacturers of wood-working machinery. The firm 
secured the French rights to Daimler’s invention in 1887. Levassor 
himself devised the ingenious system of clutch, gears, and differential 
for the application of power to driving-wheels which characterizes 
the automobile to-day, and the motor-vehicle may be said to have 
been born. 1 


Later History of the Automobile 


The first workable automobile was constructed in 1887, after which 
followed a period of improvement, advertising, production, and dis- 
tribution which has lasted to the present time. The somewhat ex- 
traordinary development of the automobile will not be described in 
this book, except to comment in passing upon its rapidity, and upon 
the fact that the motor-vehicle differed from the steam railroad or 
the electric street railway car in that it was intended from the be- 
ginning to be sold direct to private users, not to companies engaged 
in transportation as a business. [Even at the present time, when 
motor-bus lines and trucking companies are multiplying, most cars 
are still operated by their owners. This fact of individual use has 
had an important influence upon the types of motor-vehicles placed 
upon the market, as well as upon the volume of sales and the charac- 
ter of use to which automobiles have been put. 


Traffic Surveys and Investigations 


The most complete general information regarding the use of motor 
cars in the United States is to be found in reports on traffic surveys 
conducted by the United States Bureau of Public Roads in codpera- 
tion with local authorities, and in testimony and exhibits assembled 
by the Interstate Commerce Commission in 1926. 

The Interstate Commerce Commission’s investigation was under- 


1Young, supra cit.; Encyclopedia Britannica, 11th ed., vol. 18, pp. 915-916, Art. 
“Motor Vehicles.” 
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taken upon the Commission’s own motion in 1926 in order to ob- 
tain information upon which recommendations for legislation might 
be based. Hearings were held.at representative points in all princi- 
pal sections of the United States, and briefs were filed by parties 
interested. ‘Taken in connection with the state surveys, the federal 
investigation provides an entirely unusual and comprehensive body 
of information regarding the carriage of freight and passengers by 
motor-vehicles in the United States. 

In addition to the federal inquiry, state surveys have been under- 
taken in California, Maine, Connecticut, Pennsylvania, Illinois, and 
Ohio, besides local counts in other places, the results of which have 
not been published. The method of making a survey is to establish 
stations at a large number of points upon the highways of a state. 
Cars passing these points are counted, the number of passengers 
is observed, in some cases the cars are stopped and the length of 
the projected trip is asked, and the weight of the truck, if it be a 
truck, is taken. The count in California covered the period from 
August 27 to September 20, 1922, and from January 25 to March 
3, 1923. In Connecticut, passenger-car records were kept from 
September 11, 1922, to February 11, 1923, and motor-truck records 
from September 11 to December 3, 1922. The Maine survey lasted 
from July 1 to October 31, 1924, that in Cook County, Illinois, was 
conducted during the summer and fall of 1924, while the Ohio survey 
continued for the period of one year from December, 1924. The 
results of the Pennsylvania surveys are not yet in print. 


Types of Motor Service 

Motor-vehicles may be divided into four types, of which three are 
the private passenger car, operated generally by the owner and ac- 
commodating from two to seven persons; the motor-bus; and the 
motor-truck. A fourth type, the motor-driven rail car, will be 
referred to briefly in the course of the discussion. 


The Privately Owned and Operated Automobile 


This is unquestionably the most important type of motor-vehicle; 
it is at the same time the type about which the fewest definite facts 


1 Partial trafic counts have been conducted by state or local authority in a number 
of other states. In most cases these counts have contented themselves with recording 
the number of vehicles passing selected points on the highway at selected distances, 
with some slight classification of the vehicles observed. They are much less elaborate 
and informing than the surveys referred to in the text. For a discussion of the traffic 
census and a list of counts taken up to the date of publication, see Pudlic Roads, vol. 
iii, December, 1920. 
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are known, for the reason that private owners are subject to no 
regulatory bodies, keep few records, are required to make no reports, 
and have no reason to advertise the services which they perform 
because they are their own chief customers. The student is there- 
fore compelled to rely, for all except the number of registered ve- 
hicles and the nature and amount of taxes collected, upon the 
information provided by occasional highway surveys. The available 
facts relating to number, load, length of haul, average speed, and 
character of use of private cars will be briefly presented in the fol- 
lowing paragraphs. 


Types of Vehicles 


Of the vehicles on the public roads to-day, the greater part, as 
has been said, are privately owned passenger cars. The traffic census 
in California counted 2,037 vehicles per sixteen-hour day during 
twenty-five days in the summer of 1922. Of these, 1,724 were pas- 
senger cars, 254 were trucks or truck trailers, 35 were buses, and 
24 were horse vehicles.! 

Another illustration is from Maine, where from July 1 to October 
31, 1924, the United States Bureau of Public Roads recorded 357,- 
000,000 passenger-car miles as against only 35,000,000 car miles 
of motor-trucks during the same period. Buses are not distinguished 
from private cars in this survey. 

Horse-drawn vehicles have practically ceased to operate on Ameri- 
can highways. They have been eliminated not only by the superior 
efficiency of the motor-car, but by the danger of driving on the high- 
way at speeds below those common to motor-vehicles. The bad 
effect of the hard and slippery roads upon the feet of horses has 
also been an important factor. It is easy, however, to forget how 
recent the displacement of the horse has been. While there are no 
statistics in California older than 1922, it appears that 57 per cent 
of the highway traffic in Massachusetts was horse-drawn as late as 
1909. Ten years later in Iowa, the percentage of horse-drawn to 
total vehicles was still 9.7 per cent.” 


Average Load and Average Hauls 


Speaking now only of passenger cars, the average number of 
passengers per car in California was 2.02 in summer and 1.84 in win- 
ter. In Ohio the average was 2.3, and in Illinois it was 2.7, ranging 

1 United States Bureau of Public Roads, “A Report of Traffic on Some Highways in 


California in 1922.” 
2 Johnson, “The Traffic Census.” Pudlic Roads, vol. iti, December, 1920. 
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from 2.3 persons per car where the proportion of business traffic was 
large, to 3.5 where business traffic was less considerable. 

Contrary to the general impression, the average passenger haul 
by automobile is rather long. Thus, while the average passenger 
journey on steam railroads in the United States was 38.7 miles in 
1924, the average passenger automobile trip in California in 1922, 
and in Ohio in 1925, was 38 miles. In Connecticut in the former year 
it was 45.1 miles. The Connecticut survey affords the further infor- 
mation that the average trip mileage was 29.7 miles for business, 
and 55.5 miles for non-business traffic. 

In comparing automobile with railroad hauls, however, it must 
be remembered that the average length of the latter is reduced by 
the inclusion of suburban and commuter traffic. Short-haul city 
automobile traffic does not affect motor-vehicle averages to the same 
extent because the location of counting stations in motor-traffic sur- 
veys is largely upon the open highway. 


Average Speed 
The only survey of the United States Bureau of Public Roads 


which reports speed of automobiles is that in California, where speed 
tests with stop watches on measured road intervals of 200 yards 
were taken at several points in the central and southern portions of 
the state; in all, 4,784 vehicles were observed. The speed at three 
stations was reported as follows: 


SPEED TESTS IN CALIFORNIA 


Number of Average speed 
Class of car vehicles per hour 
Passenger cars—light 404 26.2 
Passenger cars—heavy 440 31-4 
Trucks—light, loaded GAS 19.1 
Trucks—light, empty 81 20.9 
Trucks—heavy, loaded 72 14.0 
Trucks—heavy, empty SI 17.0 
Busestiny can een ane 39 Blea 


Road passenger cars and buses appear to travel on the excellent 
California highways at close to the legal maximum speed of thirty-. 
five miles an hour. Trucks, not unnaturally, proceeded more slowly. 


Pleasure and Business Uses of the Automobile 


A large proportion of automobile travel may be classified as a 
pleasure use. ‘The estimate in Connecticut in 1922 was 65 per cent 
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pleasure and 35 per cent business. Cook County, Illinois reported 
68 per cent non-business and 32 per cent business; and the fact that 
in California approximately 41 per cent of all vehicles were counted 
on Saturdays and Sundays, leaving only $9 per cent for the other 
five days of the week, suggests that passenger automobiles are largely 
used for pleasure traffic. Truck movements upon the highways in 
California show no similar week-end concentration. 


Motor-bus 


This is a vehicle accommodating from four to forty-five passengers 
in addition to the driver, operating usually between fixed termini 
on a determined route. It functions, like the railroad and the inter- 
urban, as a common carrier, but differs from these in that it travels 
universally upon the public highway and not at all upon its own 
right of way. 


The Jitney 


In its origin, motor-bus service was very simple, as the story of 
the jitney indicates. The jitney was a five- or seven-passenger auto- 
mobile, usually operated by its owner, and used for carrying passen- 
gers in some of the principal American cities. It seems to have 
been first recognized as a distinct type in the fall of 1914. The 
number of jitneys increased very rapidly for a time and caused some 
embarrassment to the street railway companies, particularly between 
the years 1915 and 1920. The service never, however, rested on a 
secure foundation. 

Generally speaking, the jitney car had been bought for other pur- 
poses than common-carrier transportation, and was used more or 
less as an afterthought to bring revenue to its owner. It offered 
certain conveniences to users, but the jitney proved in the long run 
unprofitable to operators, while the excessive space occupied upon 
the streets, the effect upon other means of transportation, and the 
irresponsibility of car owners made it an undesirable machine from 
the point of view of municipal public policy. Unfriendly legislation 
and unsatisfactory revenues together account for the disappearance 
of the jitney from the city street. 


Statistics of Motor-buses 

The National Automobile Chamber of Commerce and the periodi- 
cal known as Bus Transportation jointly estimate the number of 
buses in use in the United States as follows: 
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ESTIMATED ANALYSIS OF BUSES ACCORDING TO USE——AS OF JANUARY I, 1927 


Common-carrier operations 


ntrastatcrmo tor Carllensir: js. fesen Nevado ace eee ere een meee ements 31,500 
[bnqeRNE de seMKOMOIRUONOM ISG g ny oer dimotmon GhadonApeErbcononon cat 2,500 
Dlectric tailwavsiand subsidiaries... 1. 4 asaces puewncay ones wees 7,284 
Steam railroads andeswbsidiaries. sac ae actif eieieeens er 522 

Motalicomimon-carnier operaulonsiearer weve arenes ts eee 41,806 


Non-common-carrier operations 


leyHel OU © Sere cere et Ree rs eee i Ee Oar eae eer cue 1,050 
Sightsseeine and ours COMPpailies....5. 0% ose saan Mesa ee ss eng 2,650 
meiistrial ssi, av edneieta rae Mae ent aaes Aa ante enpetrote seis eer I, 100 
Sanoals Gaulsline tunel WE), ayo asennn. ceo cab epuGsnedcnas 32, 800 
Other miscellaneous uses, including railroad terminal companies. . 400 

Total mon-common-carrier Operations.) 1. te eee ee eee 38,000 

‘Total. busés—estimated:. 06 ccs ature one els Sones wars en 79 , 806 


The total is based upon studies which account for 86 per cent 
of the total, the balance being estimated.? 


The City Omnibus 


In city traffic the jitney has given way to the slower, more capa- 
cious, motor-driven omnibus, accommodating from thirty to forty- 
five persons instead of from five to seven, and frequently carrying 
yassengers on top as well as within the vehicle. These buses ap- 
I § F 

roximate the street cars in capacity, and do not greatly differ from 

fi fo) 
them in point of speed. 


Advantages of the City Bus 


The advantages of the bus over the street railway car with which 
it competes are chiefly in cheapness of installation and in flexibility 
of operation. ‘The bus line constructs no permanent way, and so 
saves an important element in expense. The first cost of an electric 
installation 1s also likely to be greater than the cost of gasoline cars, 
unless the passenger movement is very heavy. It has been estimated 
that for these reasons a motor-bus can be supported on a popula- 
tion of 250 per mile, while under present price conditions a street - 
railway would require at least 1,500 per mile for like conditions. 
Bus lines are, therefore, adapted to lightly settled areas and for 
pioneering work. It is true that, in a certain measure, bus-line con- 
struction is cheap because the taxpayer builds the road over which 


‘ Bus Transportation, February, 1927. 
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the bus operates; but this is not the whole story, and even if it 
were, the competitive advantage of the bus would still be real. 

Besides being cheap to install, the bus is also flexible in operation; 
it is not tied to one street or even to one position in a street. Buses 
are able to avoid fires, parades, or other obstructions by détours. 
They can deliver passengers at the curb. A bus in movement can 
pass a bus that is loading or unloading passengers. While tastes 
differ, many people find the bus pleasanter to ride upon than the 
street railway. These advantages insure a place for city bus service, 
in spite of certain balancing disadvantages. 


Disadvantages of the Bus 


The chief disadvantage of the bus is a higher cost of operation 
with moderate volume of traffic, and a higher cost of maintenance, 
also, if the expense of keeping up the roadbed is taken into account. 
More energy is required to move a passenger in a bus than in a 
street car, equipment depreciates more rapidly, and more skill is 
required of the driver. In addition to all this, the bus uses the 
street less effectively than the railway unless it is double decked, 
and then the occupation of the upper deck is unpleasant in stormy 
weather. 


Use of Buses by Electric Railways 


The merits of the bus in certain types of city service are so marked 
that in recent years a number of street railways have added gasoline 
coaches to their equipment of electric rail cars. Thus by January 
I, 1927, there were 266 electric railways in the United States engaged 
in bus operation, operating 7,284 buses over routes aggregating 13,619 
miles.1_ Most of this service is recent. A nation-wide survey con- 
ducted by the Electric Railway Association in January, 1924, located 
123 street railway companies operating in the aggregate 1,207 buses. 
Out of the 123 companies, 3 had begun bus operation the same 
month the inquiry was made, 51 had started in 1923, 30 in 1922, 
13 in 1921, 13 before 1921, and 13 did not report the date of begin- 
ning. 

The use to which electric lines put these buses varies, of course, 
in different places. In a considerable number of cases, the bus has 
been substituted for rail operation, in whole or in part. According 
to Bus Transportation, this has occurred upon no less than 2,279 
miles of track between 1917 and 1927, including 1,471 miles in which 


1 Bus Transportation, February, 1927. 
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buses were substituted for the entire rail system of a company and 
809 miles in which they were substituted for part of it. More fre- 
quently the bus has been used as a rail extension, or to open new 
routes to the center of the city, or for cross-town work, or for interur- 
ban service where the traffic would not justify electric service.? 

In general, there seems to be little tendency for the city bus to 
take the place of the street railway in the mass transportation of 
passengers in large cities, but for special purposes, on special routes, 
and where traffic is light, the bus has demonstrated its utility. City 
bus service is by no means confined to the United States; on the 
contrary, the systems in operation in European cities such as Lon- 


don, Berlin, and Paris are highly developed. 


Interurban Bus Lines 


In addition to the slow, capacious city omnibus, large, fast motor- 
buses are in operation upon many interurban routes. These buses 
compete with interurban electric railways, and also with steam rail- 
road lines. 

The number of motor-vehicles on the public roads is surprising. 
We have already referred to estimates published in 1927 which set 
41,806 as the number of buses in operation in the United States 
as common carriers, on the basis of an enumeration of 32,425 buses, 
or 78 per cent of the whole. Out of the 32,425 buses actually enum- 
erated, 17,598 were of street-car type, 9,971 of sedan and parlor-car 
type, and 4,856 were touring cars, Interurban travel is carried by 
automobiles of the two last named varieties of motor-vehicle. There 
were 986 of these common-carrier interurban buses in New England, 
4,434 1n the remaining states north of the Ohio and Potomac and 
east of the Mississippi, 3,256 in the Southeast, 3,264 in the states 
west of the Mississippi up to the Pacific coast, and 2,887 in Cali- 
fornia, Oregon, and Washington. The statistics quoted do not dis- 
tinguish between the route mileage covered by buses of the street-car 
type and other buses. The total miles of route on which buses were 
operated in the United States as of January 1, 1927, was, however, 
270,068.? 

According to the Bureau of Public Roads, the total length of routes- 
in eight states * in the year 1925 was 18,196 miles. Deducting 102 
miles for overlapping leaves 18,094 miles. This figure amounted 


' Electric Railway Fournal, January 5, 1924, p. 8; October 31, 1925, p. 799. 

2 Bus Transportation, February, 1927. 

’ Connecticut, New Hampshire, West Virginia, Kentucky, Arizona, Oregon, Wash- 
ington, and Maryland. 
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to 7 per cent of the rural, or 68 per cent of the state, highway mile- 
age of these commonwealths. As a matter of fact, the total rail- 
road mileage in the eight states referred to was only 22,994, so that 
buses reached nearly as much territory as railroads, although they 
had not, of course, the same capacity for transportation.} 


Period of Transition 

This interurban automobile service is in a state of transition. Fig- 
ires show that a large number of highway bus lines still operate 
with small fleets of ordinary passenger automobiles managed by 
individuals or partnerships, and financed by the capital of the 
proprietors. 
CLASSIFICATION OF INTERURBAN AND SUBURBAN MOTOR-BUSES ACCORDING 

TO CAPACITY, 1925 ” 


State Number of buses of various capacities 
Te 8-14 15-24 25 passen- 
passen- passen- passen- gers and Total 
gers gers gers over 
(Connecticut. 522s. 4.5225 40 30 77 Dl 168 
New alamipsnirés.....<.25 2. 12 18 14 — 44 
NVGaie WEiEAIOWE gine Ho ce omar gI 14 43 I 149 
Kentuckian aria. ac curtancias 148 70 51 I 270 
JANTIIPARY OY Pls tort eta ee ene 62 IO 17 3 g2 
MPEG) dir. ok ee OMe tees ID — — — — — 
\iVeasliargi@teeroangosoopgoer 147 173 IQ! 35 546 
ate mes ws og aden mols 7 Av, 96 II 161 
507 362 489 72 1,430 


In contrast with the organizations just described, there exist to- 
day, however, a considerable number of powerful corporations op- 
erating large fleets of specially built cars, and earning revenues which 
in California amount sometimes to half a million dollars in the course 
of a year. The equipment of these corporations is being constantly 
improved. Some of the latest types of vehicles have smoking com~ 
partments, toilets, facilities for furnishing lunches, reclining chairs 
for night travel, and space for carrying seventy-five to one hundred 
and fifty pounds of baggage per passenger. 

There is some tendency for the larger concerns, which dominate 
the principal routes, to consolidate with each other, and it is not 
unreasonable to expect, in the long run, something of the concentra- 


1 Public Roads, December, 1925, p. 214. 
2 Public Roads, December, 1925, p. 218. 
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tion and stability among bus services which already exists among 
railroads. Speaking of conditions in California, the general manager 
of one large motor company ‘testified before the Interstate Com- 
merce Commission with respect to the consolidation movement in 
that state: 


“ 


. . . Take a typical illustration. . . . We will say ‘A,’ a line 
operating under the name of ‘A’ between Los Angeles and San 
Diego. There might be 60 individual cars running on that line. 
They had arranged with the broker to put the name ‘A’ on the 
cars, quote and sell their tickets for them, and as they came 
in they would draw up in front of the station and load in the 
passengers [that] might be there, and go on. Later on these 60 
men or their successors would combine into an association, later 
incorporate a company and operate as one unit, as one corpora- 
tion, with as many cars as might be required. 

“That has been the growth of the stage business—the lines 
became consolidated into one operating company and that one 
operating company in time has been more or less buying smaller 
or feeder lines, or competitive lines, grouping the service into 
one complete service to cover the territory offered.” 1 


The history of bus amalgamation has not, everywhere, been the 
same, but it is reasonably clear that the future lies with the larger 
bus company. It alone can provide equipment calculated to attract 
traffic from the railroad, it can command superior managerial ability, 
and it is the more likely to adopt sound policies of accounting and 
of finance. 


Advantages and Disadvantages of Interurban Buses 


Like the city bus, the interurban motor service enjoys the ad- 
vantage of the small investment which it requires for operation as 
compared with the expenditure necessary to install railroad or inter- 
urban service, the advantage of the ease with which routes can be 
altered and.established, and that of the frequency of service made 
possible by the fact that the unit of bus operation is the single car, 
not the train. 

The disadvantage of the bus is that it operates upon the public 
highway and so is subject to interference from other traffic, which 
reduces speed and increases the likelihood of accident. Nor can 


‘Motor Bus and Truck Investigation. I. C C. Docket No 18,300. Vol. viii pp. 
1797-1798, testimony Howell. : 
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the bus line maintain or police its route according to railroad stand- 
ards. Again, the bus is lighter than the railroad car, affords less 
freedom of movement to passengers, and is generally unable to 
supply sleeping and dining facilities en route. It is therefore less 
able to handle long-distance traffic. 


Interurban Bus Lines Supply Complementary Service 


It is still to be determined how far this new mechanism will sup- 
ply a service that is complementary to the steam railroad and to 
the interurban railway, and how far it will be competitive with the 
older forms of transportation machinery. One fact to be considered 
is that a considerable portion of the bus routes in the United States 
do not le parallel to existing railroad lines. ‘This matter of loca- 
tion was considered at length by the economist of the United States 
Bureau of Public Roads in 1925, and his conclusion, based upon 
figures for seven states + was that only 41 per cent of the mileage 
of bus routes in these states paralleled railroad lines. An addi- 
tional 28 per cent of bus routes competed indirectly with railroads 
in that their terminals were also connected in some manner by rail- 
road, though to travel between bus terminals by railroad necessitated 
change of trains at one or more junctions and a roundabout journey. 
‘The balance of the bus routes were wholly noncompetitive. 

This study added that in many cases the bus routes indirectly 
competing with railroad service provided cross lines which were 
very much shorter than the railroad routes, and it may be argued 
with some force from this fact that railroad service in such cases 
was uneconomical and could properly be disregarded. 


Competition Between Motor Buses and Steam Railroads 


On the other hand, there is little question but that the interurban 
bus has diverted traffic from the railways in an important degree 
in particular instances, even though many bus routes do not parallel 
railroad tracks, and this in spite of the fact that bus rates are fre- 
quently higher instead of lower than railroad fares. Some evidence 
of this fact is, for instance, supplied by official statistics in Cali- 
fornia, where, between 1922 and 1925 the number of passengers 
carried by railroads in the state decreased 6 per cent, while the 
number of passengers carried by the motor-stage lines increased 5 
per cent. The decline in the number of passengers carried by the 
steam railroads of the United States between 1921 and 1924 and 


1 Public Roads, sup. cit. 
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the increase in the length of the average railway passenger journey 
points to the same Pe 

Still further evidence of the competition between motor and rail- 
way passenger service was collected for the Interstate Commerce 
Commission in 1926, and submitted in docket No. 18,300. This 
last-mentioned material consists of historical statements regarding 
the volume of railroad passenger business over a series of years 
in sections served by automobile, of comparisons of bus and of 
railroad fares, and of estimates by well-informed persons with re- 
spect to the effect of bus service upon railroad travel. The record 
prepared for the Commission shows that in the Middle West the 
bus fares are generally, although not always, lower than the rail- 
road fares, and the service more frequent. In other parts of the 
country the buses do not show the same advantage with respect to 
fares, but charge sometimes more and sometimes less than the rail 
lines. Regardless of fares, however, the testimony taken for the 
Commission refers to a large number of cases in which railroad earn- 
ings notably declined after the installation of a bus service, and 
demonstrates with reasonable conclusiveness that the bus and the 
private automobile together have captured a considerable portion of 
the local short-haul railroad business, and a smaller undetermined 
part of the railroad long-distance traffic. It is seldom possible to 
determine how much of the railroad losses are due to bus competi- 
tion and how much to the still more serious competition of the pri- 
vately owned and operated automobile, nor is there basis for a precise 
quantitative estimate of the net results of bus operation upon railroad 
revenues. 

The simplest competitive policy followed by the railroads in order 
to meet bus competition has been to add to existing passenger ser- 
vice, to organize excursions, and to oppose applications of bus and 
truck operators for permission to do business as common carriers. 
In addition to these somewhat obvious policies of resistance railroads 
have themselves engaged in bus operation or have undertaken to 
operate rail motor-coaches upon their own rails. 


Motor-Vehicles on Railroad Tracks 


For main-line service, when traffic is heavy, the gasoline car can- 
not compete with the steam locomotive. On the other hand, a single 
car driven by an internal-combustion engine is less expensive to oper- 
ate than a steam train with its minimum equipment of locomotive, 
tender, and coach. The gasoline car is therefore well adapted to 
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branch-line service, and it has even advantages on the main line 
when frequency of service is important and the average paying load 
small. 

An illustration of this type of vehicle is a gasoline rail car recently 
built for the Susquehanna and New York Railroad Company. The 
maximum speed of this coach is sixty-three miles per, hour, and it 
has seating capacity for fifty persons. 


Operation of Bus Lines by Steam Railroad Companies 


In addition to meeting competition by the operation of motor- 
vehicles upon their own rails, a number of railroad companies have 
formed subsidiary organizations which operate buses on railroad 
account. 

The following quotation from a statement announcing the in- 
auguration of a railroad bus service by the New York, New Haven, 
and Hartford Railroad Company, through the New England Trans- 
portation Company, will explain the reasons actuating railroads in 
this policy. 


“The New York, New Haven, and Hartford Railroad Com- 
pany,” said an officer of the Company, “has for some years past 
recognized that new methods of transportation have come into 
existence, which are destined to occupy a permanent place in 
the public service. However these methods of transportation 
might develop, the territory which the company serves will 
always be dependent for the bulk of its heavy transportation 
upon railroads. 

“Passenger service on some lines can no longer be operated 
with steam locomotives except at a large loss, and so the com- 
pany has been a pioneer in experiments looking to a less ex- 
pensive method of operation. To this end it has codperated 
with the manufacturers of gasoline rail cars and has substituted 
such cars for certain of its passenger trains for the continua- 
tion of service which, because of light travel, could only be 
provided for by less expensive methods of transportation. 

“The company finds that there are some portions of its sys- 
tem which cannot be operated economically even by gasoline 
cars for passenger service, with the frequency of service desired 
by the public. Where such conditions exist, it is the intention 
of the company, so far as possible, to continue to perform freight 


1 Rathway Age, December 26, 1925, p, 1183. 


116 PRINCIPLES OF INLAND TRANSPORTATION 


service and such passenger train or gas rail-car service as may 
be required, and to operate over parallel highways with buses. 

“There are still other points on its rails between which trans- 
portation has been heretofore performed by routes that are now 
circuitous, compared with the distances over the recently con- 
structed highways. It is the company’s plan to consider high- 
way bus service between certain of such points and to so handle 
the travel which originally used the rail. 

“Codperating with the passenger and transportation heads 
of the company, the management of the New Haven will to 
the fullest extent practicable make it an extension of, supple- 
mental, and complementary to existing service.” } 


In addition to the use of buses in out-of-town service, some rail- 
roads have found a place for the motor-vehicle in terminal opera- 
tion. An example of this is afforded by the withdrawal of the Balti- 
more and Ohio, in 1926, from the Pennsylvania Station, which it 
had used as a New York terminal, and the substitution of motor- 
buses for the rail service between the Baltimore and Ohio rail termi- 
nus in Jersey City and the downtown districts in Manhattan and 
Brooklyn.? 

The adoption of buses by steam railways is a very recent develop- 
ment. Services are, however, now being operated in behalf of the 
Boston and Maine, the New York, New Haven, and Hartford, the 
Great Northern, the Spokane, Portland, and Seattle, the Chicago, 
Milwaukee, and St. Paul, the Canadian Pacific, the Pennsylvania, 
and by a number of other companies. Replies to a questionnaire 
issued by the Interstate Commerce Commission in 1926 showed a 
total of 505 buses operated by railway companies or by subsidiaries 
of these companies, as contrasted with 21,863 buses operated by 
motor-transport companies and individuals.? This is the small begin- 
ning of a practice which 1s likely to be considerably extended. 


Motor Trucks 


The principal uses of the freight automobile, or motor-truck, in- 
clude the following: 


1. One familiar type of operation is found in the delivery service 


1 New York Fournal of Commerce, June 16, 1925. 

* Railway Age, Motor Transport Section, January 22, 1927. 

* Rathway Age, Motor Transport Section, January 22, 1927. A tabulation by the 
Railway Age as of July 1, 1927, showed that railway operated buses then numbered 
822. Ibid,, August 27, 1927. 
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of retail stores, including butcher, bakery, dairy, and grocery, as 
well as department stores, for hauls beyond a certain length, where 
trafic conditions and the schedule of deliveries permit an average 
speed exceeding that which a horse is able to maintain. The exact 
point at which the truck is to be preferred to the horse must de- 
pend upon the results of investigation in each case; there is, how- 
ever, no doubt but that the use of motor-vehicles permits economy in 
many instances. 

2. Another type of service is the haul of perishable commodities 
such as milk, eggs, vegetables, and fruit from producing territory 
into the larger cities. Over 95 per cent of the milk supply delivered 
to cities such as St. Paul, Milwaukee, and Cincinnati comes in by 
motor trucks.? 

In California fruit moves by truck from field to packing-house, 
from packing-house to rail siding, or direct from field to market. The 
movement is seasonal and may start with the cantaloupe crop in the 
Imperial Valley where the peak season continues for a few weeks; 
then the equipment may be transferred to the Los Angeles district 
to take care of the transportation of citrus fruit or hay and grain, 
from there to the Bakersfield district for the cotton crop, thence to 
Fresno for the grain and raisin crop, and thence on to other dis- 
tricts successively to meet the peak production of other crops, until, 
within the course of a year, a large amount of transportation equip- 
ment has made practically a complete round of the state and is 
back again to the starting-point.? 

The organization of the transportation of perishables is extremely 
diverse. The Federal Bureau of Markets has found that much 
freight is hauled by the farmer who owns a truck and handles his 
personal marketing as well as that of his neighbors by motor; by 
local truck operators who haul as a business; by local automobile 
or truck agencies which also engage in rural hauling; and by large 
corporations which operate fleets of trucks over wide ranges of terri- 
tory.3 

3. In certain parts of the Middle West there are truck operators 
who specialize in the transportation of live stock from farms to 
packing or rail-shipping centers. Hauls of 60 to 80 miles are com- 
mon. The trucks which carry outbound hogs, cattle, and sheep 


1 United States Department of Agriculture, Yearbook, 1924, p. 170. 

2 Motor Bus and Truck Investigation, sup. cit., p. 2044, testimony Boston. 

3 National Automobile Chamber of Commerce, “Some good reasons why motor 
transportation is successful.” 
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are filled with return loads of merchandise, agricultural machinery, 
fertilizer, and other freight shipped from industrial centers to small 
towns along the motor routes. 

4. An equally specialized service is that of hauling household 
goods. Vans constructed for this purpose often move long distances. 
They offer the advantage of speedy transportation and reduction 
in breakage, because they eliminate all intermediate handling of the 
freight. 

5. Still other important uses of the truck are in the haulage of 
construction materials, such as lumber, gravel, and cement, of oil- 
field supplies, and of motion-picture properties. 

The following table sets forth the destinations of motor trucks 
observed in the traffic survey in Cook County, Illinois, undertaken 
in 1924. 


TYPES OF DESTINATION OF LOADED MOTOR TRUCKS, COOK COUNTY, ILLINOIS, 


1924 
Proportion of 
Types of destination loaded trucks 
(Per cent) 

Piepailtesta Dis mvenes. «1, 16rs Atte amek ke a ayer wae Mie ee ee 25.8 
Constrirctionrant Tepait), cy civownons 2 kien Oo iene a 20.8 
Consuiiterse cet oon Be etka nce Me eee et wee ena re 177 
Wi trolesalecostalbiishinien tsi ca.peclvak oro. ie 0 Seton over ats 10.8 
Sisal OMe Gok Ree Rear. ears oceans kn A ek TOR 
IMevolan ebb eAMCONTISCINEG ah co oubooaousue yn Se ocdueecce ony 
RETTIG WA CEN et pect se ahs RA ae re ci ctavap Meee eee ates Ses 
Miscellameolish:..chmk sn cectaais ders een terrae he RN meet ae 2.5 
SU patie ces ccor ies pee OS AY ar eee oe ves AMY RC RON 100.0 


Most of the heavy trucking in Cook County consists of specialized 
movements of a few commodities such as brick or sand, carried in 
trucks with a capacity of five to seven and one-half tons. It is this 
movement which makes up the group entitled construction and 
repair. The typical motor-truck transportation in Cook County is 
not of this type, but rather consists of rapid hauls, in trucks of ca- 
pacity varying from one-half to two and one-half tons, of the diversi- 
fied products that have been mentioned. This experience in Illinois 
is consistent with reports from other states, as, for instance, from 
Connecticut, where 79 per cent of the registered trucks are of two- 
and-one-half-tons capacity or less, and the miscellaneous traffic much 


' United States Bureau of Public Roads and the Cook County Highway Department, 


‘Report of a study of highway traffic and the highway system of Cook County, Illi- 
nois,” 1925. 
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exceeds that carried in bulk.1 Likewise in Maine, 95.9 per cent; 
in Ohio, 89.3 per cent, and in Pennsylvania, 83.7 per cent of all 
loaded trucks are of two-and-one-half-tons capacity or less. 


Short-Haul Movements Predominate 


It can be reasonably inferred from what has just been said that 
local distribution constitutes the bulk of motor-truck tonnage move- 
ments. As a matter of fact, surveys in different states show that 
in Connecticut 79.5 per cent, in California 60.7 per cent, in Maine 
80.5 per cent, in Ohio, 71.6 per cent, and in Cook County, Illinois, 
75.8 per cent, of the loaded trucks move less than thirty miles. In 
Connecticut and Maine, 47 per cent move less than ten miles.’ 

The amount of motor-truck tonnage in the long-distance zones is 
comparatively small, and, according to the United States Bureau of 
Public Roads, it is decreasing. This movement consists: (1) of 
perishable goods or goods requiring delivery at a specified time, 
which are attracted by speed and calculability of transportation; 
and (2) goods requiring special preparation for rail or water ship- 
ments, such as household goods.* Generally speaking, the difficulty 
of obtaining return loads and the heavy terminal expense involved 
make the long haul by motor truck an unprofitable operation.® 


Advantages of Motor Truck Service 


An important, and perhaps the principal advantage of the motor 
truck is that it is able to collect traffic at its source and deliver it to 
final destination with a minimum of rehandling. This enables ship- 
pers to use lighter containers, reduces the opportunity for loss or 
damage, and increases speed of movement by avoiding the conges- 


2 United States Bureau of Public Roads, United States Department of Agriculture, 
and the Connecticut State Highway Department, ‘“‘Report of a survey of transporta- 
tion on the state highway system of Connecticut,” 1926. 

2 Motor Bus and Truck Investigation, sup. cit., p. 660, testimony McKay. 

3J. C. McKay, Chief, Division of Highway Economics, United States Bureau of 
Public Roads. Midwest Motor Transport Conference, Chicago, May 27, 1925. 

4 Tbid. 

5 Motor Bus and Truck Investigation, sup. cit., p. 667, testimony McKay. This 
witness further testified on behalf of the United States Bureau of Public Roads: 
“Analysis of motor-truck transportation in the several states shows that the develop- 
ment of a large system of motor trucking over a considerable area beyond the short- 
haul zone is economically unsound. . . . The movement out of the cities is primarily 
a local process of distribution. The movement toward cities is largely [of] goods 
produced in the area, principally food products. The volume of goods moving be- 
tween two shipping points is unbalanced in the short haul and progressively unequal 
with increase in distance, negativing the development of long-haul motor-truck trans- 
portation because of difficulty in obtaining return loads.” (Zdid., p. 670.) 
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tion characteristic of city terminals. Sometimes it is possible to do 
without containers altogether. ‘The great difference between rail 
and truck transportation in this regard was dwelt upon by wit- 
nesses before the Interstate Commerce Commission in 1926, and 
was, in particular, discussed by one truck operator as follows: 


“The farmer,’ said this witness, ‘that wants to ship a five- 
ton load of cabbage from a distance of 30 miles from Boston, 
must either furnish containers to put that cabbage in to bring 
it to the railroad, or he must pay for the full car of freight 
to put it in. . . . In order to ship the five tons, 10,000 pounds, 
he must buy 100 barrels, which is our standard container for 
cabbage or squash, 35 cents a barrel, making $35 for those 100 
barrels. He must travel anywheres within 10 to 15 miles from 
his place to obtain those empty barrels, bring them to his farm, 
load them up, and take them with his small truck or pair of 
horses and make possibly anywheres from 5 to 10 trips to the 
nearest railroad station, which is 3 to 10 miles, and pay an 
extra charge for 2,500 pounds for those empty barrels, because 
we must pay for our gross weight on the railroad, making an 
expense of approximately from $40 to $45 extra on those cab- 
bages. 

“We take this cabbage . . . loose, at his door, for freight 
plus cartage charges, deliver it to the commission man .. . or 
to the dealer to his door. He provides a space for us, and it 
is taken right off . .. saving the farmer the travel and the 
containers, and saving the public that enormous expense which 
is no earthly good to anyone.’ 


“Q. ‘Where is the weighing done?’ 

“A. ‘At the farm. The farmer gives us his weight. Some- 
times the commission man here puts [in] a scale and we weigh 
it again. We sometimes go on such a scale empty and weigh 
our truck and it is loaded up, and when it comes to Boston it is 
weighed on the city scales. We give the slip to the merchant 


or commission house, and he deducts our tare, and he gets the 
net weight,’ ” 1 


As the trucking business increases in volume and falls more and 
more into the hands of common-carrier organizations, trucking com- 


Motor Bus and Truck Investigation, swp. cit., pp. 3047-3049, testimony Mailkin, 


The language in this quotation is slightly altered in places to make it intelligible. 
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panies will doubtless be compelled to establish terminals of their 
own, while they will have to face the operating problem of concentrat- 
ing shipments in order to improve their load ratios. The conditions 
of truck transportation will therefore come to resemble more closely 
the conditions of railroad transportation at the present time, so 
that the relative advantages of the former will decrease. Mean- 
while it is very likely that railroads will undertake customer de- 
livery and collection upon a larger scale, doubtless adding trucks for 
this purpose to their present equipment 

The truck will, however, continue to avoid the element of cost 
inherent in the use of two types of vehicle and roadbed which enters 
into every shipment by rail, while it may retain the advantage which 
its smaller unit capacity gives it with respect to some kinds of freight. 

An additional advantage of the truck is that the minimum invest- 
ment required for service is less than that required for the railroad. 
This advantage is emphasized at the present time by the fact that 
the truck frequently makes use of the public roads without paying 
proper compensation. It is probable, however, although there 
are no statistics to prove the truth of the statement, that even under 
a proper accounting system the expense of handling a small amount 
of freight is less by truck than by rail. Truck service is analogous 
to bus service in this respect. 

The motor truck supplies a more frequent service than the rail- 
road; it tends to reduce the size and increase the variety of inven- 
tories that local merchants maintain, and it provides special service, 
and sometimes special equipment when required. The sum of these 
advantages and those previously mentioned is already sufficient to 
enable trucks to make serious inroads upon the short distance less 
than carload freight business hitherto carried by the railroads, and 
the limit has not yet been reached. 

1A study prepared by H. R. Trumbower, Economist, United States Bureau of 
Public Roads, estimates that motor-vehicles of all types paid, in 1925, license fees and 
taxes amounting to $740,000,000, or about three-quarters of the total highway bill. 
Trumbower argues that the taxes and contributions which industries and business 
men dependent upon the motor industry and highway transportation paid were enough 
to cover the balance, so that the burden of financing the highways might be said to 
have rested upon the users. This kind of calculation has some value, but it over- 
looks the fact that motor vehicles, like other forms of property, may be expected to 
contribute to the general expenses of organized government, as well as to maintain the 
special facilities which they employ. It is not proper, therefore, to credit the proceeds 


of motor-vehicle taxation entirely to highway maintenance, but only the difference 
between the taxes collected from motor-vehicles and the normal tax yield on similar 


forms of property. 
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Trucking rates are usually the same or higher than the rail rates 
from station to station, but the cost to the shipper 1 is less because the 
cartage expense at either end of the haul is eliminated. ‘This fact, 
together with the greater speed and flexibility of trucking service, ex- 
plains the willingness of the shipper to pay a nominally higher charge. 
Practices in rate quotation for transportation by truck are unstand- 
ardized, although distance, condition of the roads, special service 
required, and value of the shipments are given weight. 


Common-Carrier Truck Service 

The available data do not enable us to state with any precision 
what part of the motor-truck service is performed by regularly or- 
ganized companies engaged in common carriage, and what part by 
shippers who own both the trucks and the commodities which they 
transport. In Cook County, Illinois, 83 per cent of the loaded 
trucks recorded upon the county highways were found to be owned 
by the shippers or consignees of the commodities hauled, and only 
17 per cent were engaged in commercial transportation of freight. 
The last-named group includes what is known as the “contract” 
carrier. The percentage of commercial transportation in other states 
is estimated by the United States Bureau of Public Roads as 25 
per cent in Connecticut, 18 per cent in Ohio, and 21 per cent in New 
Hampshire." Estimates before the Interstate Commerce Commis- 
sion set the number of trucks engaged in common carriage as 10 
per cent of the whole. The Bureau of Public Roads concludes that 
the corresponding figure in Connecticut and Pennsylvania is 6 and 
that in New Hampshire 13 per cent. Exact information for the 
United States is not, however, available on this point, and we cannot 
go beyond the statement that commercial trucking companies still 
probably handle less than one-quarter of the total trucking business, 


and that organized common-carrier service by truck is comparatively 
unimportant, 


The Use of Motor-Trucks by Railroad Companies 


Steam railroads have made use of trucks to extend freight service © 
into areas without adequate rail connection, or to take ae place of 
rail service upon unprofitable branch tee In addition to these 


employments, railroads have found the following fields for motor- 
truck operation: 


‘Motor Bus and Truck Investigation, sup. cit. p. 498 5, testimony McDonald. 


, 
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1. The use of motor-trucks in station-to-station hauls in lieu of 
way freight trains; 

2. The use of motor-trucks in cross hauls from a station on one 
division to a station on another division to avoid rehandling through 
an intermediate transfer; 

3. The hauling from the small to the larger station to make possi- 
ble concentration into straight destination cars, with consequent 
improved time and saving in expense; 

4. The hauling from a central delivery station to smaller outlying 
stations where final delivery is made to the consignee; 

5. The interchange between railroads and steamship lines and 
cartage in lieu of lighterage; 

6. The trucking of unit containers for merchandise and coarse 
commodities, such as brick, etc.? 


In July, 1927, there were forty-six railroads which used trucks, 
tractors, and trailers for various purposes. The number of motor 
vehicles employed was more than 3,400. Of the companies listed, 
the Boston and Albany, the Lehigh Valley, the Erie, the New York 
Central, the Pennsylvania, the Boston and Maine, the Delaware, 
Lackawanna, and Western, the Great Northern, the Maine Central, 
the New York, New Haven, and Hartford, and the Southern Pacific, 
either with their own trucks or with the trucks of contractors, pro- 
vided trucking service in terminal movements. It should be noted, 
also, that all the railways entering St. Louis and all those entering 
Cincinnati, Ohio, in effect provided a trucking service in their ter- 
minal transfers through the union trucking organizations which have 
operated in those cities for a number of years. The Buffalo, Roches- 
ter, and Pittsburgh, the Lehigh Valley, the Baltimore and Ohio, the 
New York Central, the Pennsylvania, the Long Island, and the New 
York, Ontario, and Western used trucks to replace local freight trains. 
Trucks were used to provide a store-door delivery by the Canadian 
National, the Lehigh Valley, the Erie, the Boston and Maine, the 
Delaware, Lackawanna, and Western, and the Maine Central.” 

Most of the railroads which operate trucks or buses do so through 
subsidiary companies, on the theory that a higher efficiency is ob- 
tainable through a separate highway transportation organization. 
At the present time, however, the majority of trucks in railroad 

1G. C. Woodruff, “The Railroad’s relation to motor trucks. Place of train, trolley, 
truck and bus in New England.’’ Pamphlet issued by the National Automobile 


Chamber of Commerce, No. 205, p. II. 
2 Railway Age, December 12, 1925, p. 1081. Ibid, p. 603, September 24, 1927. 
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service are operated neither by the railroads themselves nor by rail- 
road subsidiaries, but are managed by independent trucking con- 
cerns under contract with the rail carrier. Further discussion of 
this and other truck-operating practices will be postponed to the 
chapter on terminals, where these matters can be appropriately dis- 
cussed, 
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United States Air Mail 


In the United States the principal air services are those operated 
by the Government for the carriage of the mails. 

Air mail service in the United States began on May 15, 1918, when 
the Post Office Department established a line between New York 
and Washington, approximately 200 miles. The distance was too 
short to permit of any substantial saving in time, and the service 
was discontinued. In 1919, this beginning was followed by the in- 
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auguration of service on sections of the transcontinental route, and 
on September 8, 1920, through service was attempted between New 
York and San Francisco. At first flights were made only during the 
day, the mail being turned over to the railway mail service at night, 
but on July 1, 1924, a through day and night service was begun. 
The schedule westbound of the transcontinental service, New York 
to San-Francisco, a distance of 2,661 miles, is 32 hours and 30 
minutes, including stops at fifteen stations for service and exchange 


125 


126 PRINCIPLES OF INLAND TRANSPORTATION 


of mail; that for the eastbound trip is 29 hours, the difference being 
accounted for by the fact that the prevailing winds are from the 
west and help the eastbound ship, while they correspondingly retard 
the one westbound. This service saves two to three days over train 
mail time. 


New York-Chicago Night Service 


In July, 1925, a special night service was begun over the 712 miles 
between New York and Chicago, leaving New York at 9.30 P.M. 
and arriving at Chicago at 5.45 a.M., or leaving Chicago at 7.30 
p. M. and arriving at New York at 5 the following morning. This 
enabled the postal authorities to deliver a letter mailed at the close 
of business in either New York or Chicago at the other end of the 
route on the first regular city carrier delivery the following morning. 
It accomplished a saving of an entire business day.* 


Contract Services 


Under the Act of February 2, 1925, the Postmaster-General is 
authorized to contract with private parties for the transportation 
of air mail or first-class mail at rates not to exceed four-fifths of 
the revenues received. This authority is in harmony with the in- 
tention of the Post Office to withdraw from air transport operations 
in favor of private carriers, and the Department has taken advantage 
of it to award eleven contracts, in addition to those on the Transcon- 
tinental Airway, as follows: 


CONTRACT SERVICES IN OPERATION, 1927 = 


Air 

Routes Contractor mileage 
New Yorkto Basten. ¢. oiacc2antues Colonial Air Transport 219 
Bt wuGliie tov Ounereo ly, ...as eter are Robertson Aircraft Corp. 268 
Dallas to Chicago................... National Air Transport 995 
Los Angeles to Salt Lake City......... Western Air Express 663 
Salt Lake City to Pasco, .. sss’ bee Walter T. Varney 540 
Detrort to Cleveland: «...0¢cc0:00e0-2 Ford Motor Co. iiss 
Detrort ito Chicdaon....1.«onmien ascent ot Ford Motor Co. aha 


? Annual Report of the Postmaster-General for the fiscal year ending June 30, 1925. 
The United States postage rate on air mail is ro cents a half ounce or fraction thereof — 
regardless of distance covered. Effective July 1, 1927, the Transcontinental Airway 
was transferred to the Department of Commerce. This airway will be operated 
by private contractors. The National Air Transport, Inc., will operate the section 
between Chicago and New York; the Boeing Airplane Company will operate the 
section between San Francisco and Chicago. 

_* United States Department of Commerce, Aeronautics Branch, Information Bulle- 
tin No. 1, sth ed., October 1, 1927. 
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Los Angeles to Seattle................ Pacific Air Transport I ,080 
Chicago to St. Paul and Minneapolis.... Northwest Airways 399 
Pueblo: to, Cheyenne, . cicas cca ee oe oe oes Colorado Airways 200 
Pittsburgh to Cleveland.............. Clifford Ball 121 


All of these routes connect with the transcontinental route. In 
addition to the services just mentioned, there are two private con- 
tract routes in the United States for the transportation of foreign 
mails by air—one between Seattle, Washington, and Victoria, British 
Columbia, 77 miles, and one between New Orleans and Pilottown, 
Louisiana, 75 miles, in close connection at Pilottown with steamers 
to and from Cuba and Central and South America. 

Some of the air lines mentioned carry mail only, but the Colonial 
Air Transport, the National Air Transport, the Western Air Ex- 
press, the Pacific Air Transport, the Northwest Airways, the Colo- 
rado Airways, and the lines between San Francisco and Chicago 
and between Seattle and Victoria carry passengers also. Little ex- 
press was moved by air in 1926 except by the Ford Motor Com- 
pany out of Detroit, and this was not a common carrier-service. It 
is expected that all lines will, eventually, round out their operations 
with mail, passengers, and express. 


Privately Operated Air Lines in the United States 


Up to the present time there has been almost no regular air transit 
in the United States except the mail service just described. The 
exceptions to this statement include: 

1. Passenger routes operated by the Aeromarine Airways, Inc.; 
(a) from Key West to Havana, 105 miles; (b) from Detroit to 
Cleveland, 95 miles; and (c) from Miami to Nassau, 185 miles. All 
three of these routes were inaugurated in 1921; one of them was 
discontinued in 1923, and the other two in 1924. While in opera- 
tion they supplied a daily service for passengers and baggage at rates 
which ranged from two and one-half to five times the steamer fare 
between termini.! 

2. A commercial passenger service between Cincinnati and Louis- 


ville, operated by the Embry-Riddle Company. 


1The Key West to Havana service carried some mail and a small amount of freight, 
consisting mainly of excess baggage. The schedule of the Detroit-Cleveland service 
called for two ships each way daily—that of the other services for one ship each way 
daily. In addition to the three routes listed, the Aeromarine Airways operated at 
times an unscheduled service between New York and Atlantic City, and, for one sea- 
son, a commercial passenger line between New York and Newport. (Report by the 
Joint Committee on Civil Aviation of the United States Department of Commerce 
and the American Engineering Council, 1926.) 
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3. Certain small local services between San Pedro, California, 
and Catalina Island, and between Los Angeles and San Diego. The 
Catalina service is operated by the Wrigley interests, who own the 
island, and the Los Angeles to San Diego service by an airplane 
manufacturer, who has obvious advantages in connection with the 
supply of flying equipment. 

4. A service operated by the Continental Motors Corporation be- 
tween its plants in Muskegon and Detroit. 

5. An air line operated by the Stout Air Services between Detroit 
and Grand Rapids. 


European Air Service 

The great distances to be traversed in the United States offer ex- 
ceptional opportunities to air transport. European air lines are, 
however, more numerous than American, and the volume of com- 
mercial business which they do is larger, especially in England, in 
France, and in Germany. 


English and Continental Air Routes 


The principal regular air services in England and upon the con- 
tinent of Europe are indicated on the accompanying map. 

British air lines operated during 1926 were: London to Paris, 
Basel, and Zurich; London to Ostend; London to Amsterdam (until 
October 15); London to Brussels and Cologne; Southampton to 
Channel Islands, and Cairo to Bagdad and Karachi on the route to 
India. 

The most successful French line is the service to North Africa. 
Other services are: Paris to London and Amsterdam; Paris to 
Cologne; and a service to Central Europe and the Far East, termi- 
nating in Warsaw and in Constantinople. 

The German network of air lines is more elaborate than that in 
any other European country. Daily services are available between 
most of the larger cities, while extensions beyond the boundaries of 
Germany afford communication with Copenhagen, Stockholm, Inns- 
bruck, Vienna, Zurich, and Budapest.t 

Other European countries which possess commercial air services 
are Belgium, Italy, Holland, Hungary, Czecho-Slovakia, Poland, 


1 The Kénigsberg-Moscow and the Londoa-K6ln routes are served by Russian and 
English, not by German planes. Lustfahrt, July 9, 1926, p. 1923. 
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Denmark, and Sweden. These services are, however, less extensive 
and important than the routes which have been described. 


Comparative Statistics of Route Mileage 


The following table, prepared by the United States Department 
of Commerce, gives the approximate route mileage of airways oper- 
ated in the United States and in the principal European countries: 


Lines operated by one country, Lines operated jointly by two 
1927 or more countries, 1927 
Gennane. var eee ee TE , COS German=French..........- 570 
German-Russian.......... 749 
German-Austrian-Czecho- 
Slow altar 25 eyene oils 340 
lUnirtedsstates.. sm cee ae 8,234 
Brenchs me sone 7,419 French-German........... 570 
Britishpeanen-wererarts. Beaker 2,045 
Wane chin, ty Fels pee as 1,695 Datehas wise cigs seek, (ee 
gala te eee cree ae ee I ,390 Ttalran=Atustriam........ +. a7 
SRUECUISIee eek iePscrtiec © eaten 992 Swedish-Finnish.......... 259 
AIstriaiite mere to ce ee ene 929 Austrian-German-Czecho- 
SlOvVawGaN «0-58 Geese os 2415 
Austrian-lItalian.....<.... 317 
| EES es ee edi or 800 
SUISSE ean cree cet at amor ae 799 Swiss utche sae saa aes 398 
UDATEI A waders tii toe ee 595 
EAuige@amiaiie!, be eelpt sa wea dysce aye 
BA TeaUI Gs ie Ractive dos cae oe 200 
Allbaniianene nie ere ree ee sty 
PQ UUMPANIUAM cats ag cag nie ye 125 
Finnish-Esthonian........ 53 
Total operated by one Total operated jointly 
COUMERV:: «de en erent 36,680 by two or more coun- 
CHIOSY eet ace 2,691 
Grandscovale aa. aan ROnGzE 


Advantages of Air Service—Speed 

It is perhaps desirable to summarize the advantages and dis- 
advantages of the airplane for commercial use as compared with 
older forms of transportation. 

The first, and by far the greatest, advantage of aircraft is speed. 
Commercial airplanes readily attain speeds of 100 miles per hour, 
whereas railroad trains rarely exceed 50 miles per hour, and steam- 
ships, 25 miles per hour. As against this, it is to be remembered 
that aircraft termini cannot be located in the centers of cities, so 
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that a considerable delay must be allowed for at each end of a trip 
for transporting freight or passengers between landing stations and 
city destinations. The English Civil Aerial Transport Committee 
of 1918 was of the opinion that this delay was so serious that the 
advantages of the airplane with respect to speed would not reveal 
themselves in the case of overland flights less than 300 miles in 
length, although shorter flights oversea might show a saving.? 
Terminal delays may be reduced by organization, but they are always 
serious. 

It has been remarked that the long distances to be traversed in 
the United States afford an unusual opportunity to aviators as com- 
pared with those possessed by flyers in the smaller nations of Europe. 
Not unnaturally, Great Britain also perceives an important field for 
airplane service in linking up the elements in her widely scattered 
empire. Imperial communication was the subject of a special report 
to the Air Ministry in 1920 (Cd. 49), and was considered further 
at Imperial Conferences held at London in 1921, 1923, and 1926.? 
Services are now in operation between Cairo and Bazra, near the 
head of the Persian Gulf, and Karachi, in British India, a swell as 
local services in Australia, Canada, Newfoundland, and New Zea- 
land. France, likewise, attaches special importance to her long 
distance African service and Germany to the connections which she 
hopes ultimately to make with the Near East. 


Other Advantages 


In addition to its speed, the airplane shares with the auto bus the 
advantage of being able to render frequent service. Comparing the 
train with the airplane, the train as a traffic unit is large. There 
must, therefore, be wider intervals of delay for the accumulation of 
loads between successive shipments than in the case of the airplane. 
The airplane is a small unit, and therefore a flow of urgent traffic 
can be accommodated by a constant succession of departures from 
the aérodrome, with consequent time economy. 

Finally, the airplane enjoys a great financial advantage in being 


2 United Kingdom, Parliament, “Report of the Civil Aerial Transport Committee, 
with appendices.”’ British Sessional Papers, 1918, vol. v, Cd. 9218, p. 43. 

2 British Sessional Papers, 1921, vol. xiv, Cd. 1474; Tdid., 1923, vol. xii, Cd. 2000. 
See also Wakely, Some Aspects of Imperial Communications, 1924. 

8 Air Ministry, Directorate of Civil Aviation, “Annual report of the progress of 
civil aviation, April, 1, 1922—March 31, 1923,” British Sessional Papers, 1923, vol. ix, 
Cd. 1900; Flight, December 30, 1926. 
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spared the expense of a track. The expenses standing in lieu thereof 
are less, viz., the cost of landing-grounds, finekeas installations, 
weather-reporting services, and marking, lighting, and signaling of 
routes, especially at night or in fogs. 


Disadvantages of Air Service 

The fundamental disadvantage of the airplane is that it is a poor 
weight-carrier. To secure high speed, the commercial load must 
be kept within narrow limits, probably not to exceed 25 per cent 
of the total loaded weight of the plane. On this account, airplane 
transport must always remain auxiliary to surface transport. 

Besides the fundamental disadvantage of small weight-carrying 
capacity per unit of power, the airplane suffers at present from 
other handicaps, probably only temporary in nature, that limit its 
popularity. Noise and restricted space reduce the comfort of pas- 
senger service, although the novelty of air transportation and the 
absence of dust do much to compensate for such drawbacks 


Reliability 

More serious than temporary discomfort are the questions of 
reliability and safety. Up to the present time, air service is still 
inferior to rail in both of these respects, although a marked improve- 
ment has occurred during recent years. The United States Post 
Office announces that the transcontinental service completed 93.73 
per cent of the trips it undertook in 1926, and the New York-Chicago 
night service, 94.22 per cent,’ but of course this statement gives no 
indication of how closely the government planes adhered to schedule, 
and so affords no basis for a comparison with rail accomplishment. 
According to British reports, 88 per cent of all scheduled flights on 


subsidized routes were completed within “ 


subsidy time” during the 
twelve months from April, 1923, to March, 1924, inclusive. This is 
only a fair performance, especially as a delay resulting from aircraft 
failure is apt to be more considerable than one caused by train 
failure. Approximately one out of every fifteen flights on scheduled 
services were not completed upon the day on which the service was 
commenced, although the longest of the British-continental trips 
should not require more than four hours.? 


1 Aviation, October 18, 1926, p. 668. 


*“Annual report on the progress of civil aviation, 1923-1924,” British Sessional 
Papers, 1924, vol. vii, p. 31, Cd. 2210. 
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Safety 


In order to be popular, air service must be safe. “You have an 
engine which makes lots of noise,” says the potential customer. 
“You go up in the air, and you may be killed.” As against this, the 
air carrier can only point to a record which is certainly improving, 
but which does not yet approximate the safety achievement of travel 
upon land.} 

In seven years, up to and including 1926, the British Imperial 
Airways and its predecessors flew over 5,000,000 miles, carrying 
75,000 passengers, with only four accidents causing deaths of pas- 
sengers. In 1926 the German Luft-Hansa flew 3,814,000 miles, 
carrying 56,268 passengers, with but one fatal accident. In France, 
in 1925, the operating companies flew 589,111 miles per fatality. 
During the year 1926 the United States contract air-mail operators 
flew 2,086,395 miles, and the government-operated mail service flew 
2,292,263 miles, with no fatalities in either case. 

It is dangerous to make comparisons between countries on the 
narrow basis that these figures provide, but it is evident, if we com- 
pare any of the figures with railroad accident statistics, that, good 
as the air record is, a great deal has still to be done before air travel 
becomes as safe as travel by land. In France, during the years 
1920-1924, the fatal accidents to air passengers numbered 1.88 for 
every million passenger miles. The figures for British air companies 
were less, or .75, but the number of passengers killed per million 
passenger miles upon Class I railroads in the United States between 
1920 and 1924 was only .o13, or less than one-fiftieth part of the 
English air casualties, and a still smaller fraction of those in France. 
The comparison is less unfavorable in the case of injuries, but even 
here the air injuries were seven times the railroad injuries for the 
period. The encouraging fact is that progress is being made, yet 
the necessity for further improvement is too clear to be overlooked. 


Airplanes v. Airships 

In discussing the advantages and disadvantages of aérial naviga- 
tion in preceding pages, the characteristics of the airplane rather 
than those of the airship have been principally regarded, and this 
is justified, because most air traveling is done to-day in heavier- 
than-air machines. In spite of its present comparative unimportance, 
the possibilities of lighter-than-air craft deserve and are receiving 
serious consideration. 


1 United States Air Services, January, 1926, p. 25. 
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Advantages of Airships 


The greatest merit of the airship as compared with the airplane 
is that its weight-carrying capacity is greater. Not only is this true, 
but the ratio of useful load to gross weight improves, in the case 
of the airship, with size, an advantage which the plane does not 
possess. Still again, the airship can remain suspended in air even 
when stationary, and for this reason, as well as because it is driven 
by several engines instead of by one, its crew is able to make cur- 
rent repairs in the air, instead of making a forced landing in case 
of trouble. The larger airplanes also are driven by several engines, 
but current repairs are still difficult, for obvious reasons. For 
this, as well as for other causes, the airship is safer than the air- 
plane, although it is not immune from serious accident. 


Disadvantages of Airships 


On the other hand, the speed of the airship is less than that 
of the plane. Hence the airship meets keener competition from 
rail transport on overland routes, although on sea routes its ad- 
vantages over the steamer are very great. As compared with the 
airplane, the cost of handling and housing airships is greater, and, 
until open-air mooring is fully developed, the regularity of airship 
services will be more adversely affected by high winds than that of 
airplane service. The airship is also many times as expensive as the 
airplane, and the gas upon which it relies is either costly and diffi- 
cult to retain when helium is used, or inflammable when hydrogen 
is resorted to. It was the view of the British Civil Aerial Transport 
Committee in 1918, however, after consideration of arguments pro 
and con, that in journeys in which speed was not the most material 
factor, and particularly where passengers were being carried, and 
safety was consequently a paramount consideration, the airship 
offered advantages over the airplane in the way of comfort, ease of 
navigation, capacity for safe flight at low altitudes, and high ratio of 
disposable load.1 


Airship Services in Europe 

Neither the United States nor Great Britain has yet used the air- 
ship for passenger or commercial purposes. The German Air Travel 
Company, however, formed in 1910, and financed and managed by 
the Hamburg-Amerika Steamship Line, ran regular passenger ex- 
cursions and town-to-town services during the years 1910 to 1914. 


1 Final report of the Civil Aerial Transport Committee, supra cit., pp, 10-11. 
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During this period its airships made over 800 flights, carrying 
17,000 passengers, without a single mishap of any kind involving 
personal injury. After the Armistice, the Germans built the Bo- 
densee, an airship carrying thirty passengers, which operated a daily 
passenger service from Berlin to Friedrichshafen between June and 
October, 1919. During the suspension of the railway traffic in No- 
vember, 1919, a daily load of over one ton of mail was regularly 
conveyed.1 

Airships may well be used, some day, for long-distance overseas 
transportation, supplemented by the use of planes for local gather- 
ing and distributing movements at the termini. Indeed, proposals 
for the establishment of Imperial Communication by lighter-than- 
air machines were presented to the Imperial Conference of Dominion 
Premiers in 1921, and failed of accomplishment only because the 
Dominions, as a whole, did not feel prepared to incur the necessary 
expense.” 


Air-Mail Transport 

In describing the extent of traffic which aircraft have been able 
to command, it is desirable to separate mail traffic from other forms 
of business. 

Air-mail transport has been undertaken in most important Ameri- 
can and European countries, and has improved maximum dispatch, 
as we have already seen in the United States, for long distance 
communications of unusual importance. It is now possible to post 
a letter in central London for delivery in Paris on the same day. 
The saving on longer trips, such as that between New York and 
San Francisco, has already been referred to. In less developed 
portions of the world, the economy of time through the use of air- 
planes for mail deliveries is enormous. The Belgian service to 
interior Africa saved something like eleven days when it was intro- 
duced, and the British air mail from Cairo to Bagdad carries letters 
in one or sometimes in two days, instead of in the twenty days 
necessary for communication over the old route via Bombay and 
Karachi. 

As for the type of correspondence which is forwarded by air, the 


1 United Kingdom, “Proceedings of the Air Conference, 1920.” British Sessional 


Papers, 1921, vol. viii, p. 112. Cd. 1157. ' 

2United Kingdom, Air Ministry, “Proceedings of the Second Air Conference, held 
on 7th and 8th February, 1922.” British Sessional Papers, vol. x1, 1922, p. 12. 

3 United Kingdom, Air Ministry, “Proceedings of the Second Air Conference,” sup. 


cit., p. 89. 
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United States Post Office reports that its first air consignments were 
highly miscellaneous. ‘They included thousands of souvenir post 
cards, candy, samples, flowers, live chicks, a suit of clothes that cost 
possibly fifteen dollars and carried eighteen dollars postage—in 
short, curiosity and publicity material. This traffic, however, rapidly 
declined, and in its place a more permanent business developed. 
Banking mail now predominates. After the bankers in the line of 
patronage come the transportation and shipping people. The great 
steamship companies have much correspondence passing between 
the Atlantic and the Pacific coasts, of which a proportion goes by 
air. Import and export houses, manufacturing concerns doing a 
nation-wide business, publishers, and advertising agencies, are among 
the other users.! 


Volume of Air Mail Still Moderate 


Air-mail rates are higher than those for ordinary postal service, 
although they have been steadily reduced. At present, the air-mail 
rate from London to Paris is 2d. per ounce, or approximately four 
cents, that from Cairo to Bagdad, 6d., or roughly twelve cents. In 
the United States the postage rate is now Io cents a half ounce or 
fraction thereof irrespective of distance. These rates are low enough 
to encourage a growing traffic, although the volume of the traffic 
is still small as compared with that carried by other agencies. In 
1926, the reported weight of letters carried by the Air Mail Service 
was 177 tons. This was substantially all the mail handled? Rail- 


1 Henderson (Second Assistant Postmaster-General), “Pioneer Work of United 
States Air Mail Service,” Congressional Digest, April, 1925. 
2 The weight of letters carried by air mail in the United States since 1918 has been 
as follows: 
Weight of letters 
carried by air mail 


Year (in tons) 
1918 8.9 
1919 vines pe) 
1920 263.2 
1921 560.4 
1922 612.3 
1923 848.4 
1924 750.0 
1925 116.3 
1926 176.8 
1927 (6 mos.) 310.6 


Until June 30, 1924, the matter passing via air mail was composed entirely of letters 
mailed at the two-cent rate. There was no connected service entirely across the coun- 
try; it was merely a sort of relay between the air-mail service and the trains. Com- 
mencing with July 1, 1924, a through transcontinental air-mail service was inaugurated 
and a special rate of eight cents an ounce or fraction thereof for each zone was put 
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road mails have not been weighed in the United States since the 
adoption of the space system of railway-mail payment, but in 1917 
the tonnage was about 10,000 tons per day,’ and this is a sufficiently 
violent contrast to make exact comparisons unnecessary. Mail traffic 
in Europe is larger than in the United States, but not notably so, a 
fact to be explained by the excellence of existing services, and the 
newness and irregularity of transport through the air. 


Statistics of Freight and Passenger Movements by Air Lines 
in the United States 


The United States Department of Commerce publishes the fol- 
lowing statistics of air traffic in the United States: 


Passen- Mail Express 

gers carried carried 

Period carried (Tons) (Tons) 
Januaryeto December, 1926......050. 525: Sie 405 867 
iatiaryet Od uUiney ROI7. 6 tos. ihc 2d oes skov 1,891 311 isos 


Only eight contract mail routes in this country publish passenger 
rates, although the majority accept passengers who request passage. 
Nearly all of the express tonnage consists of Ford goods carried 
by Ford planes. 

Statistics of Freight and Passenger Movements by English, 
French, and German Air Lines 


In England, the freight and passengers handled by air transport, 
excluding irregular flights for hire, have been as follows: 
BRITISH CIVIL AIR TRANSPORT (INTERNAL AND CONTINENTAL)? 


Passengers Cargo carried 


Year ending carried (Tons) 
31st December, 1919 (8 months)...... 870 30.0 
BUste December LOZOu. ee een cs us dose 5,799 137.0 
anise IDIxtsual sins WOM Gs saad oso ono aun ie Bae 19.4 
Sst Decempels O22 ac were ae nce san 10,393 214.6 
Siete OecempbernlO2gr awe ee cases « Teese B2cnt 
Siist Oecemipery 124 seven eine ae ene 13,601 542.8 
ars Wecembers 1925.05 5 0045s ee eos II ,193 550.0 
Bist DWecembemenozoun, ayn dsceacis LO}, 7475 679.0 


into effect, which therefore restricted the matter passing through the air mail to letters 
bearing that postage rate. The United States Post Office complains that the business 
of using the air mail has not been sold to the public, and it declares that the greatest 
need of the service is more custom, not better planes (W. J. Glover, Second Assistant 
Postmaster-General, in Aviation, October 18, 1526, p. 668). 

1 Railway Mail Pay, 56 I. C. C. 1, 13, 1919. 

2 Air Ministry, Directorate of Civil Aviation, “Annual report on the progress of 
civil aviation, April 1, 1926-December 31, 1926. Neither the figures for passengers 
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More than half of the flights are made and three-quarters of the 
passengers are carried between England and the Continent. British 
aircraft carry 52 per cent of the passengers who travel upon this 
route, and make 55 per cent of the total number of flights. Ap- 
proximately 75 per cent of all passengers go during the spring and 
summer months, from April to September, inclusive. 

The record of the French civilian lines is as follows: 


TRAFFIC ON FRENCH CIVILIAN LINES, 1919-19261 


Passenger stages Express stages Mail stages 


Year (Tons) (Tons) 
TOUQ Wi ee Oa ei ercinieae 588 o.3 1.6 
TOQZ Ol ree sco mon suercis oe e770 84.9 Igag 
OV OA Ss micolce cen cas 10,619 288.6 38.4 
VO22 re verted met 9,502 613-3 184.8 
IO a epeca Ar anaes rie 11,638 1,068.1 362.0 
LOZAe ci creas 16,729 967.4 587-4 
TOSCO, eremar Gere 19,768 1,046.2 981.7 
NCGS oe cr 18, 861 1,108.6 654.4 


In Germany, the growth of aérial transport has been retarded by 
the terms of the Peace Treaty and of the ultimatum of the London 
Conference of 1921, which forbade the construction of aircraft of any 
description.? This restriction was modified in May, 1922, to permit 
the construction of civil aircraft, although at the same time it was 
declared that the following types of heavier-than-air craft should 
be deemed to be military: 

(1) Single-seater machines with power exceeding 60 h.p.; 

(2) Machines that could fly without a pilot; 

(3) Machines with any form of armor or protection or with fittings 
to take any form of armament... 


> 


nor those for cargo in rhe table given in the text are entirely comparable throughout. 
The statistics of passengers for 1925 and 1926 represent the actual numbers of indi- 
viduals carried, while those for earlier years show the number of persons carried over 
each stage of a route. The cargo figures for 1925 and 1926 represent the total paying 
cargo carried—that is, goods, mails, and excess baggage. Prior to 1925, the totals 
do not include a small amount of goods carried between a€rodromes on the Continent. 

' Commerce Reports, March 29, 1926, p. 799. Like most air statistics, the table in 
the text needs interpretation. ‘‘Stages’’ means that part of the total route between 
regular stops. Thus, if one passenger is carried from Constantinople to Paris and 
there are five regular stops on this route, the report will show five passenger stages. 
The figures are not, moreover, confined strictly to French lines, but include foreign 
lines with a terminus in France. The French lines alone, in 1926, carried 13,633 pas- 
sengers, 844.4 tons of express, and 339.3 tons of mail. The extraordinary amount 
of mail carried in 1925 was due to the war in Morocco. 


*United Kingdom, Air Ministry, ‘‘Proceedings of the Second Air Conference, 
TQQG sup ci, Dy DS: 
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(4) Machines exceeding a maximum ceiling, with full load, of 
A,OcO. meters 4°... 3 arid 

(5) Machines with full load at an altitude of 2,000 meters ex- 
ceeding a speed of 170 kilometers an hour. 

With respect to lighter-than-air craft, the classification was made 
to depend upon size. Airships, that is to say, which exceeded the 
following cubic capacity were to be deemed military: (a) rigid 
airships, 30,000 cubic meters; (b) semirigid airships, 25,000 cubic 
meters; (c) nonrigid airships, 20,000 cubic meters.} 

In 1926, finally, the Belgian, English, French, Italian, and Japanese 
Governments agreed to withdraw the organization which they had 
created to control German aircraft construction,? as soon as the 
German government should have promulgated an ordinance forbid- 
ding the construction of armored aircraft, aircraft fitted to receive 
armament, or aircraft that could fly without a pilot, and should have 
undertaken to keep the growth of German civil aviation within the 
limits of what was described as a “normal development.” The 
conception of normal development was made specifically to include 
commercial, training, and sport machines—not commercial machines 
alone. Special clauses of this same ordinance were to be framed 
so as to prevent: (1) the construction or importation of pursuit 
planes except in limited numbers and for specified nonmilitary pur- 
poses; (2) the payment of national or local subsidies to organizations 
engaged in flying for pleasure or in training pilots for this purpose; 
(3) any connection with military aviation on the part of public 
bodies charged with the organization or the administration of an 
armed force; and (4) the participation of the militia or of the 
marine in aviation of any sort.? 

This arrangement of 1926 was distinctly more comprehensive 
than the one of 1922, but there seems to be nothing in it which limits 
the size or radius of action or operating efficiency of German air- 
craft, nor is there anything to prevent a rapid increase in the num- 
ber of German freight and passenger machines so long as commercial 
employment for them can be found. 

The following table presents the statistics of German air traffic 
from 1922 to 1926: 


1 United Kingdom, Air Ministry, Directorate of Civil Aviation, “Half-yearly report 
on the progress of civil aviation, October 1, 1921—March 31, 1922.” British Sessional 
Papers, 1922, vol. xi, p. 23. 

2 Comité de garantie aéronautique. 

3 Revue Furidique Internationale de la Locomotion Aérienne, Juillet-Aout-Septembre, 


1927, pp. 276-280, 
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GERMAN AIR TRAFFIC OVER REGULAR ROUTES, 1922-1926 ! 


Passengers carried Freight carried Mail carried 


Year (Tons) (Tons) 
NOD 2-5. eon tae 8,016 Hove. 6  oodhon 
NO2S nee wicket Toya 72 gl.o 10.4 
LQQU. 2 aoeuser es 20, 869 150-6 26.4 
TODG Aa g icra. ties is 55 000 §21.0 287.0 
TOWGn. aera 56,268 706.7 A972 al 


German air services are today the most complete of any European 
country. 


Volume of Air Business Still Small 


Study of European conditions with respect to air transport reveals 
several very definite facts. 

The figures collected in preceding pages show that the air traffic 
of the world is still altogether insignificant in amount, although it is 
growing, and has not reached its maximum possibilities even in the 
present state of the art of flying. The irregularity of the progression 
of passenger movements by French, or of freight movements by 
English lines, suggests the experimental character of the business 
and the uncertainty with which patrons still regard it. 


Tendency Toward Concentration in Management 


There is a marked tendency toward the concentration of air trans- 
port in the hands of a few large companies. The first few years 
of civil aviation witnessed the birth of a large number of flying or- 
ganizations, and the English Government, at least, showed some 
tendency to encourage this wide participation in aérial navigation, on 
the ground that it would hasten technical progress and multiply 
facilities that might serve the nation in time of war. Competition 
was, moreover, expected to stimulate efficiency and to control prices. 
It soon became apparent, however, even in England, that technical 
progress depended upon the investment of large amounts of capital, 
and that a policy of regulated monopoly would be more likely to 


1In 1925 both passengers and goods were counted according to the number of 
“stages” covered, but complete journeys only were taken into consideration in arriv-” 
ing at the figure for 1926. It is stated that after the necessary allowances have been 
made for this difference in the system of calculation, the number of passengers carried 
in 1926 shows an increase of 50.3 per cent over the figure for 1925, while baggage and 
freight shows an increase of 115 per cent, and mails and newspapers an increase of 
86.4 per cent. The statistics for mail in 1922 are not available. The freight tonnage 


for this year is that for the Konigsberg-Moscow line only; freight figures for other 
lines are not available. 
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attract this capital than a policy of competition. ‘There was suf- 
ficient rivalry between the aircraft of different countries to supply 
any needed incentive, and, finally, whether it provided incentive or 
not, competition between subsidized services came to be regarded 
as contrary to the public interest. 

The present situation in the principal European countries may be 
summarized by saying that in England the routes out of London are 
all operated by the Imperial Air Transport Company, leaving only 
the service between Carlisle and Belfast to an independent com- 
pany, the Northern Airlines, Ltd. In France, there are four com- 
panies, but out of the four, three are responsible for 96 per cent of 
the miles flown. 


TRAFFIC OF FRENCH CIVIL AIR LINES IN 1924, BY COMPANIES ” 


Passen- Tons 


Miles gers eXx- Tons 
Company flown carried press mail 
Air- Union, . Pilanicslondomegnec cit. ee 301,844 5,622 489.1 9 
wah . Antiles-Ajaccio.......... 38,316 298 1.6) (Cs lbs.) 
Société Générale... Paris-Brussels-Amsterdam Sep C2s) mlsOl ae sien (Taal bso) 
Franco-Roumaine. Paris-Bucharest......... G22 nee 27,002" 3OW6 7.0 
¢ Prague-Warsaw......... 108 , 842 TACh esis Sy 
atecoere.......- Toulouse-Casablanca..... Saree TO ylOzue 77h | S54 Teer 
“ a ees? Casablanca-Oran..).)..4,.- 99,945 733 6) 19.7 
le Smee ne Marseilles-Perpignan..... 114,390 22 12 nse 
ie Gea: ee Oran-Alicanté... 9,2... 57,814 82 V7 207 
lvoe ll W Saale ten ashe ea arnt cane ORL RACE Ie 2,266,649 16,729 967.4 587.3 


In Germany, two powerful organizations, the Junkers Luftver- 
kehr and the Deutscher Aero Lloyd, dominated the business of civil 
aérial transport until the autumn of 1925. At this time the Junkers 
Company became financially involved through over-expansion, and 
the German Government, while extending aid, forced its consoli- 
dation with the Aero Lloyd in a fusion called the Luft Hansa. This 
company is now operating exclusively throughout Germany, and 
has recently extended to France, in collaboration with the French 
air-transport services.? Likewise in other countries the tendency 
to concentration is marked, although space does not permit an ex- 
haustive consideration of the Pires 


1 Air Ministry, Civil Air Transport Subsidies Committee, “Report on government 
financial assistance to civil air transport companies.” British Sessional Papers, 1923, 


Voleixy Caeser. 
2 Commerce Reports, December 21, 1925, p. 687. The Air-Union acquired the An- 


tiles-Ajaccio line in 1926 (Aviation, September 27, 1926). 
3 Aviation, July 12, 1926, p. 58. 


142 PRINCIPLES OF INLAND TRANSPORTATION 


Government Assistance and Regulation 


The third and last generalization which it is safe to venture at 
the present time is that civil aviation does not pay from a business 
point of view. The sufficient evidence of this fact is that most AA 
services are subsidized. A few words may be said on this point 
concerning the character and extent of government relations with 
aviation. 

Government interest in aérial navigation takes three principal 
forms. The first of these is regulative, and consists partly in the de- 
velopment of a system of licensing and control intended to promote 
safety of operation, partly in defining the rights of flyers in terms 
of existing national laws, and partly in negotiating treaties and 
conventions to permit of international service. 

In addition to this necessary legal activity, governments have 
assumed a large degree of responsibility in marking routes, render- 
ing free meteorological information, establishing relay stations and 
emergency landing-grounds, and in providing terminal facilities, 
either free or at less than commercial expense to users. 

Finally, governments have granted direct financial assistance to 
operating companies.! 


Legal Aspects of Aérial Navigation 

A convention relating to international air navigation was nego- 
tiated at a European conference in 1919, and has since been signed by 
Belgium, France, Great Britain, Canada, Australia, South Africa, 
New Zealand, India, Irish Free State, Bulgaria, Chile, Czecho- 
Slovakia, Greece, Italy, Japan, Persia, Poland, Portugal, Rumania, 
Kingdom of the Serbs, Croats, and Slovenes, Siam, Sweden and Uru- 
guay. Regulations have also been prepared under this convention 
and published by all of the larger European states, and an interna- 
tional commission was created by the conference itself to study and 
develop aérial law upon the foundation which the convention had laid 
down. Both national and international regulations deal with the in- 
spection of planes, licensing of pilots, the determination of rules of 
the road for air flying, the marking and lighting of aircraft, and other 
similar matters, Rules deal also with questions of legal theory which. 
must be settled on some more or less satisfactory basis before flying 
is undertaken upon a large scale. An example of this is the modifica- 


1 An exhaustive list of forms of government activity would include government 
research activity in the field of flying and aircraft design, as well as the sale of surplus 
government planes to private parties. 
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tion of the property rights of landowners embodied in most codes. 
The ancient conception of private property extended the possession of 
the owner of land indefinitely upward into the sky. Obviously, an 
owner cannot enforce such rights against aerial trespassers, or, if 
he can, then flying becomes impossible from any practical point of 
view. 

If, now, the property rights of private individuals are to be 
limited in their extension toward the sky, how is it to be with the 
sovereignty of governments? There was opinion before the World 
War in favor of the doctrine that the air is free to all nations, 
resembling in this respect the high seas rather than the occupied 
land. England, however, never assented to this principle, and dur- 
ing and since the war it has been generally abandoned, because 
public opinion everywhere has recognized that control of the air 
above a country is vital to national defense. 

Allied with the question of national sovereignty over the air is 
the problem of international intercourse through the air. ‘The in- 
ternational convention of 1919 bound its signatories to accord free- 
dom of innocent passage above their territories and territorial waters 
to the aircraft of the other contracting states, providing that the 
conditions established in the convention were observed. These 
conditions included the observance of determined routes, conformity 
with special customs regulations, and the acknowledgment of the 
jurisdiction of the local government over certain classes of offenses, 
especially such as affect persons or property in the subjacent state. 

There are also questions of private law which air navigation 
presents in a new light. Where, for instance, shall a contract 
executed in the air be considered to be made, and under the laws 
of what country shall it be enforced? The convention of 1919 pro- 
vides that “legal relations between persons on board an aircraft 
are governed by the law of the nationality of the aircraft.” But 
Spaight quite properly points out that under this rule, a contract 
made between two Englishmen on an air journey between London 
and Manchester would, if the airplane upon which they traveled 
were Danish, be governed by Danish law, although the contract 
might require performance in England and neither party to it thought 
of leaving his native land." 

Problems of these various types are certainly not insoluble, but 


1Spaight, Aircraft in Peace and the Law, London, 1919. See also Schreiber, “Die 
moderne Entwickelung des Luftfahrtrechts,” Weltwinthschaftliches Archiv, Januar, 
1927. 
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the fact that they arise shows how aérial transport brings nations 
into contact upon a new dimension, and suggests that governments 
will find it necessary to revise existing laws and conventions in 
many ways to adapt them to the reasonable necessities of this new 
intercourse. 


Administrative Control of Aircraft in the United States 


In the United States, the formulation and administration of air 
traffic rules for interstate commerce is intrusted to the Secretary 
of Commerce. Regulations effective December 31, 1926, require 
licenses for planes and pilots and lay down rules for flying intended 
to reduce the number of accidents. Thus, airplanes taking off must 
give way to planes landing. Airplanes must give way to airships, 
and airships to balloons. The aircraft having another aircraft on 
its right must give way when their respective paths are crossing. 
When flying over congested areas, the altitude must be not less than 
1,000 feet, and elsewhere not less than 500 feet. The regulations 
quoted are typical of a considerable body of administrative direc- 
tions framed independently of the international convention of 1919, 
although not necessarily in conflict with its provisions.1 

Federal air-traffic rules apply whether the aircraft is engaged in 
commercial or noncommercial, or in foreign, interstate, or intrastate 
navigation in the United States, and whether or not the aircraft 
is registered or is navigated in a civil airway. This exercise of au- 
thority by the federal government over private and intrastate opera- 
tions appears at first sight to be inconsistent with the division of 
power between state and national governments which will be dis- 
cussed in later pages of this book. It is based, however, upon the 
right of the federal government to protect interstate and foreign 
commerce, and the necessity for uniform regulation in the field of 
air transport is so evident that it is altogether likely that the federal 
rules will be sustained. 


Indirect Government Aids 


Public provision of aérodrome facilities, landing-fields, route lights, 
and similar apparatus is partly a concession to an infant industry. It 
is also a recognition of the fact that some important ground aids — 
to flying, such as route lights or wireless metereological service, are as 
useful to the general flying public as to the company that incurs the 


"United States Department of Commerce, Aéronautics Branch, “Air Commerce 
Regulations, effective December 31, 1926.” 
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expense of establishing them, where they are privately owned. The 
public authorities can fairly be asked to finance facilities which are 
not susceptible of exclusive appropriation, and to recover the ex- 
penses, if it be thought desirable to recover it, from those who benefit 
from the installation. : 

In France, all aérodromes and landing-fields used by commercial 
aviation companies are owned and maintained by the French gov- 
ernment. ‘The companies pay for accommodations and services 
rendered. ‘The government furnishes wireless metereological service, 
aids in the planning of new routes, and conducts experiments in night 
flying." 

In Germany, local authorities have been enterprising in construct- 
ing aérodromes as municipal or commercial ventures. The govern- 
ment provides meteorological service, and publishes a certain amount 
of information intended to popularize air transport as a safe and eco- 
nomical means of travel.” In England, likewise, the government 
builds aérodromes, renders wireless and meteorological services, 
prints maps, and conducts researches in aircraft design and opera- 
tion. 

In the United States, the Air Mail Service has established a lighted 
airway between New York and Salt Lake City, 2,040 miles, and 
between New York and Boston, 219 miles, using beacon lights 
mounted on fifty-three foot towers, routing beacons, and, at landing- 
fields, flood lights and boundary lights. Powerful radio sets at all 
regular or terminal fields except Des Moines, Iowa, and Rawlins, 
Wyoming, transmit weather reports, report plane movements, and 
establish communication between fields and between the offices of 
the Second Assistant Postmaster in Washington and the general 
headquarters at Omaha.* 

The general responsibility for the promotion of aérial commerce 
rests with the Department of Commerce, not with the Post Office 
Department. By legislation approved May 20, 1926,* Congress 
made it the duty of the Secretary of Commerce to foster, as well 
as to regulate, air commerce, and for this purpose: 

a. to encourage the establishment of airports, civil airways, and 
other air navigation facilities; 

b. to make recommendations to the Secretary of Agriculture as to 
necessary meteorological service; 


1 Commerce Reports, December 21, 1925, p. 687. 
2 Commerce Reports, December 14, 1925, p- 623. 
3 Annual report of the Postmaster-General, 1925, pp. 29-31. 
4 Air Commerce Act of 1926, No. 254, Sixty-ninth Congress. 
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c. to study the possibilities for the development of air commerce 
and the aéronautical industry and trade in the United States and to 
collect and disseminate information relative thereto and also as re- 
gards the existing state of the art; 

d. to advise with the Bureau of Standards and other agencies in 
the executive branch of the government in carrying forward such 
research and development work as may tend to create improved air 
navigation facilities; 

e. to investigate, record, and make public the causes of accidents 
in civil air navigation in the United States; 

f. to exchange with foreign governments through existing gov- 
ernmental channels information pertaining to civil air navigation. 

The Department of Commerce takes these responsibilities seriously 
and is proceeding with a lighting program and with the development 
of weather reports and radio service. It expected, during 1926, to 
light 1,287 miles of contract air routes other than the transcontinental 
routes with lighted fields every thirty miles and radio beacon towers 
every two hundred miles. The department plans also to establish 
twenty-two new “upper air” weather stations along the airways, and 
to be prepared to inform pilots of weather conditions in sections 
over which they intend to fly. The establishment of airports them- 
selves, except in the matter of emergency landing-fields, is thought 
to be outside the legitimate scope of the activities of the federal 
department, although it may be taken up by town and city au- 
thorities.} 


United States Army Model Air Service 


Besides the assistance given to private enterprise through the mark- 
ing of air routes, the United States army operates, for experimental 
purposes, a so-called model airway. Flights on this airway begari on 
June 19, 1922, between Washington, D. C., and Dayton, Ohio, and 
the routes have since been extended to Long Island, New York, upon 
the east, and to San Antonio, Texas, and to Detroit, Michigan, upon 
the west. These military planes carry no mail, freight, or passengers, 
except officers and government material; the purpose of their opera- 
tion is to develop types of planes, with equipment especially de-- 
signed for bad-weather flying, to perfect a cost-accounting system, 
and, in general, to accumulate data which may be of service to new 
commercial organizations intending to enter the field of aviation. In 
the years 1923 to 1925, inclusive, the model army service flew a 


1 Aviation, October 11, 1926, p. 636. 
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total of 797,740 miles, with only one serious accident and no fatali- 
ties.t 


Direct Subsidies—Mail Contracts 


Direct government aid in Germany and the United States is ex- 
tended through air-mail contracts. In Germany, the companies en- 
gage to carry mail at a fixed rate up to a maximum of one hundred 
kilos per trip. The payment is made undiminished, even though 
only a small part of the roo kilos is carried. In the United States, 
the companies receive four-fifths of the revenue from the air mail.” 
It is impossible to say how much aid is actually provided through 
these German and American contracts, in the absence of full sta- 
tistics of cost of operation of the service, but the assistance is in- 
tended and believed to be considerable. 

Direct subsidies are also granted in Germany by both federal 
and local bodies. Federal grants are made by the Reichstag through 
the Air Department of the Ministry of ‘Transport and Communica- 
tions in the form of a bonus of approximately two marks for every 
kilometer flown. 


French Subsidies 


The French subsidy contracts are based upon a decree of Decem- 
ber 27, 1924. ‘They include three elements—first, a purchasing 
premium, amounting as a rule to half the final cost of equipment; 
second, a premium in proportion to the distance flown, increasing 
with the size of the airplane employed; and third, a premium that 
varies with the useful or pay load. Thus the Aéro-Union receives 
15.75 francs for each kilometer flown with Goliaths and 7 francs 
for each kilometer flown with Breguets or Spads, and, in addition, 
1.75 francs for each 200 kilos of useful load capacity in flight. In 
case the companies show a deficit at the end of the year, an additional 
premium is paid to cover the loss, up to a maximum of one-half of 
that already paid on the kilometer and useful-load capacity basis. 

In 1927 the government budget allotted 78,650,000 francs to air 
subsidies. The relation of subsidies to earnings is shown in a report 
made to the French Parliament in connection with the 1926 budget 
for aéronautics, in which it appears that the average receipts of 
the four (then five) major lines during the first nine months of 1925 

1Kennedy, dn Introduction to the Economics of Air Transportation, pp. 55-67; 
Report by the Joint Committee on Civil Aviation, sup. cit., p. 58. 


2 43 Statutes at Large, 805, 1925. 
3 Commerce Reports, April 26, 1926, p. 242. 
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were 10.97 francs per ton-kilometer. The average state subsidy 
given these lines was 60.32 francs per ton-kilometer, or over five 
times as much. 

The French system of subsidies has been criticized upon the ground 
that it offers no incentive to the development of business. French 
airplanes carry, on the average, only about half a load, and, indeed, 
several companies have been charged with making flights with empty 
machines, solely on subsidy account.? This last charge may be true 
or untrue, but in any case, the assistance to private aircraft opera- 
tions is obviously on liberal terms. 


English Subsidies 


In England, the terms of the subsidy are embodied in a contract 
concluded in 1923 between His Majesty’s Government, represented 
by the president of the Air Council, and the Imperial Air Transport 
Company, Ltd. Under this contract, the company agreed to es- 
tablish an efficient air service between London and Paris, London 
and Brussels, London and Amsterdam, and between Southampton 
and the Channel Isles, and to complete in each of the first four 
years of the agreement a minimum mileage of 800,000 miles with 
British-built and registered heavier-than-air aircraft carrying or 
available to carry passengers, mails, and freight. The company 
further undertook to keep records and accounts for the information 
of the government, to pay standard wages, and to make experiments 
at government expense. In return, the government agreed to pro- 
vide aérodrome facilities on payment of approved fees, and to pay 
a direct subsidy in the annual amount of £137,000 during the first 
two years, and thereafter in declining amounts until, in the tenth 
year, the subsidy should cease with a last payment of £32,000, mak- 
ing a total of £1,000,000 extended over the period. In case the earn- 
ings of the company in any year exceeded 10 per cent upon the 
paid-up capital, one-third of the excess was to be used to repay 
previous subsidies, and one-third was to be devoted to the improve- 
ment of the company’s air service and to the development of British 
civil air transport. The remaining one-third might be distributed in 
dividends. ‘To further protect the government the president of the. 
Air Council was to nominate two of the directors of the company.® 

1 Aviation, August 9, 1926, p. 256. 

2 United Kingdom, Air Ministry, ‘“‘ Proceedings of the Second Air Conference, 1922,” 
SUD: Cte, Di BOs 


* Air Ministry, “Agreement made with the British, Foreign, and Colonial Corpora- 
tion, Ltd., providing for the formation of a heavier-than-air transport company, to 
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Reasons for Small Volume of Air Traffic 


It is probably true that the poor financial showing of most Eu- 
ropean air services is due to a small volume of business, which ren- 
ders the overhead upon each trip exceedingly heavy. This small 
volume is, in turn, due to the newness of the service, to its real and 
imagined dangers, to its discomforts—in short, to the disadvantages 
mentioned earlier in this chapter, and, in addition, to the high rates 
which air companies have felt compelled to charge. 

The following table compares the cost of rail and airplane passen- 


ger transportation upon a few selected routes in the United States 
and in Europe: 


COMPARATIVE FARES BY AIR AND RAIL 


Point of Point of Rail Air Rail 
origin destination First Second mile- 
class class age 
$ $ $ 
London Paris 16.99 12.00 30.65 287 
Berlin Frankfort 15.47 10.47 19.04 335 
Berlin Vienna TOM 52 12.85 24.99 454 
Paris Brussels Caan B07 11.85 193 
Paris Strasbourg 8.97 6.04 14.80 313 
Paris Warsaw 39.50 270s 67.15 1,080 
Los Angeles San Francisco 16.86 “ovaw, 4550 471 


The fares for air travel represented in the foregoing table range 
from 4.7 cents to 6.2 cents per mile upon the continent of Europe, 
and from 9.7 cents to 10.6 cents per mile upon the Pacific coast 
of the United States and for the cross-Channel services. The differ- 
ence between the cost of first-class rail and that of air transportation 
is greatest in the United States and in England, and least in Ger- 
many, where the air rate exceeds the rail rate only by about 25 
per cent; but except, perhaps, in this last-named country, air travel 
is still a luxury that can be afforded only by the wealthy, by those 
who have desperate need of speed, and by persons who are attracted 
by the novelty of the service and pay for it as they would for any 


be called the Imperial Air Transport Company, Ltd.” British Sessional Papers, 
1924, vol. xili, Cd. 2010. Between 1921 and 1924 the British Government had spent 
between five and six hundred thousand pounds on aircraft subsidies, including grants 
in aid of equipment and the value of equipment presented to the companies. The 
terms of the successive arrangements during these years were, however, unsatisfactory, 
and the agreement described in the text was made effective beginning April, 1924. 
See “Report of Civil Air Transport Subsidies Committee,” sup. cit. 
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other occasional entertainment. It is of some interest to observe that 
out of 12,100 passengers on the London-Paris route in 1922, 6,600 
were aliens and only 5,500 British, and that most of the aliens were 
Americans.!. If companies can obtain sufficient traffic from these 
classes, the present fares may be profitable, but it is likely that more 
must be done in the future than in the past to attract a less finan- 
cially capable clientele. 


The Future of Air Transport 


It is altogether too early to predict what the future of aérial 
transport will be. Captain Guest, British Secretary of State for Air, 
declared frankly before the Second British Air Conference in 1922 
that in his belief, taking a long view of aircraft traffic in general, 
there was little or no prospect of a real commercial success being 
obtained, either in England or in Europe, in competition with the 
railroads of these countries, and he warned his hearers not to expect 
too much even of cross-Channel services, which might at first sight 
be expected to make a better showing. The real opportunity for 
aérial navigation, Captain Guest found in long distances such as 
that from London to India, or, as he might have added, from San 
Francisco to New York. 

On the other hand, the Director of Civil Aviation of the Air 
Ministry stated his view in 1923 that on long routes the public 
would certainly patronize the air mail, even though a surcharge were 
demanded, and that within a few years passengers would be trans- 
ported at a charge of 2¥%d. per mile? If these expectations are real- 
ized, air transport will take a routine and useful part in the transpor- 
tation of passengers and special kinds of freight, although the older 
forms of transport will long continue to provide most of the facilities 
for movement which modern communities require. At the present 
time, the limited tonnage handled by commercial airplanes in Europe 
and in the United States, and the failure of the operating lines to 
cover their expenses by their operating receipts, lend support to the 
statement that air services are still experimental and that they rely 
for their continuance less upon a commercial demand than upon the 


1 United Kingdom, Air Ministry, “Proceedings of the Third Air Conference, held 

pneth and 7th February, 1923,” p. 18, British Sessional Papers, 1923, vol. ix, Cd. 1848. 

a Kingdom, Air Ministry, “Proceedings of the Second Air Conference,” sup. 
Cti., Pp. 0-7. 


* “Proceedings of the Third Air Conference, LQ2Q3)  SceD i 1cthes PDe 247, 0: 
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importance attributed to commercial aircraft as auxiliaries to a mili- 
tary force. 


Recent Progress in Great Britain 


During the past seven years the British Government has con- 
ducted a number of theoretical investigations and has made certain 
practical experiments which will doubtless further airship develop- 
ment. The investigations relate mainly to the calculation of stresses 
to which airships are subject, either from the load that they carry or 
from aérodynamic pressure. ‘These inquiries, when they are com- 
plete, will doubtless result in improvement in airship design. The 
government has experimented with engines adapted to the use of 
other fuels than petrol, it has also erected successful mooring masts 
for the terminal handling of airships, and it has collected extensive 
meteorological data along the various routes between Great Britain 
and India. 

In 1924, the government definitely adopted an experimental pro- 
gram to extend over three years and to cost £1,350,000,! under which 
much of the work just referred to has been carried out. The pro- 
gram is intended to lead up to two practical operations: 

1. The construction of two airships of such improved speed, range, 
and load-carrying capacity as will enable them to make long voyages 
overseas with a substantial margin of lifting power; and 

2. The carrying out of successful flights to and from an overseas 
terminal, in order to demonstrate that these airships are suitable for 
the work for which they are designed. 

The two airships of the 1924 program are being built, but have not 
yet been delivered. British statesmen hope that aircraft of this 
type will strengthen the ties which bind together the widely scattered 
parts of the British Empire and so produce political as well as 
commercial effects.” 
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CHAPTER ViIit 


THE EFFECTS OF IMPROVED TRANSPORTATION UPON 
INDUSTRIAL SOCIETY 


Modern Transportation Machinery of Recent Origin 


We may pause at this point to make certain general observations 
regarding the transportation system which has been described in 
previous chapters. 

It is well to remember, to begin with, that improved machinery 
for the movement of passengers and goods is a recent acquisition of 
civilized society. ‘The oldest portion of our modern plant is the 
canal or improved waterway. River navigation is as old as ships, 
and canals are at least as old as the Pharaohs. But even in these 
instances, the changes in technique which followed the use of steam 
were so great that the waterway of the nineteenth century may be 
considered a distinct addition to the transportation apparatus of 
earlier times. 

For the rest, the commercial airplane has been important for less 
than Io years, the gasoline-driven motor-vehicle for less than 25 
years, the pipe line for only about 60 years, the railroad for 100 years, 
and the street railway or tramway for approximately 125 years. 


Nature of Advantages Received 


If we ask ourselves what contribution the new mechanical devices 
for transport have made to modern life, the answer must be that 
they have rendered movements more regular and calculable, safer, 
more rapid, and more cheap. It is hardly necessary to produce evi- 
dence to support these statements if we recall that in England and 
France as late as the early nineteenth century the chief reliance for 
passenger travel was the horse and the stage-coach, and for freight 
the pack train and the wagon. Railroads move freight to-day at 
speeds of approximately 15 miles per hour, at a cost of little over 1 
cent per ton per mile, and subject to damage which is less than 1 per 
cent of the freight rate. The speed of early nineteenth-century 
wagons probably did not exceed 3 or 4 miles per hour, costs ranged 
from 6% cents to over 20 cents per ton mile, and damages were cer- 
tainly greater than in railroad transportation of the present day, 
though by how much it is impossible to say. The difference between 
pre-railroad and modern passenger movements is less, but it is still 
great. 
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Conditions Which Make Possible Improyements in Transpor- 
tation 


Doubtless it should be pointed out that modern transportation 
methods are not the result of a revolution caused by a few mechani- 
cal inventions, as is sometimes assumed, but that they are also the 
outcome of long, slow evolution. The breaking down of political 
barriers, the shifting of power from military, ecclesiastical, and land- 
holding groups to classes interested in trade and industry, the dif- 
fusion of knowledge through better education and through the use of 
the printing press, the development of industrial processes not directly 
connected with transportation—all these and many other influences 
interacted with advances in transportation technique to encourage 
the movement of passengers and of freight. 

The following observations may be made, if we compare modern 
methods of land movement with those in use in England and upon 
the continent of Europe as late as the eighteenth century: 


Effects of Improvements in the Speed of Transportation 


Generally speaking, better transportation has produced both 
relative and absolute effects. Thus the construction of railroads has 
extended to points away from the water lines the advantages for- 
merly enjoyed by communities situated upon the coast, or on interior 
rivers and canals. This may be regarded as a relative change, alter- 
ing the comparative position of different groups of people, while, on 
the other hand, the fact that the railroad has increased the produc- 
tivity of labor, both along navigable streams and at interior points, 
may be regarded as an absolute change, affecting all workers, wher- 
ever situated and in whatever work engaged. Let us consider in 
some detail effects which have been brought about by the important 
advance in industrial technique connected with the name of railroad. 

Among the most significant results of improved transportation 
have been those caused by the reduction in time in which transporta- 
tion service has come to be performed. 

Discussing the advantages of greater speed of carriage, an early 
writer said: 


“The extent of soil by which great cities are supplied with 
perishable articles of food is necessarily limited by the speed of 
transport. A ring of country immediately about a great capital, 
is occupied by market-gardens and other establishments for 
supplying the vast population collected in the city with their 
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commodities. The width of this ring will be determined by the 
speed with which the articles in question can be transported. 
It cannot exceed such a breadth as will enable the products 
raised at its extreme limit to reach the center in such a time as 
may be compatible with their fitness for use. 

“It is evident that any improvement in transport which will 
double its speed will double the radius of this circle; an improve- 
ment which will treble its speed will increase the same radius in 
a threefold proportion. Now, as the actual area or quantity of 
soil included within such a radius is augmented, not in the simple 
ratio of the radius itself, but in the proportion of its square, it 
follows that a double speed will give a fourfold area of supply, 
a triple speed a ninefold area of supply, and so on. How great 
the advantages, therefore, are, which in this case attend 
creased speed, are abundantly apparent.” 1 


This early discussion points to one aspect of the advantages of 
greater speed in the movement of goods. There are, however, other 
and additional considerations. ‘Thus, with respect to freight, more 
rapid movement reduces the volume of goods in transit, thus dimin- 
ishing stocks and increasing the rate of turnover of articles in the 
course of production and sale. It also enables the producer to gauge 
his market more accurately by shortening the process of production 
from the growing or manufacture of the goods produced for sale to 
the final disposition of the produce, as well as by lessening the period 
between shipments of goods and their final sale. 

With respect to passengers, greater speed brings greater comfort 
by shortening the period during which travelers are confined in the 
cramped quarters of a carriage or of a train. While many people 
travel for pleasure, most displacements are means to an end, not 
ends in themselves, so that the more quickly they are made the 
larger is the convenience to the public. Speed of passenger travel 
has its business aspects, in that modern systems of distribution are 
based on the assumption that the manufacturer will be able to 
keep in touch with his market over a wide area through visits by 
himself or his representatives. The commercial traveler is a product 
of the railway. Rapid transit tends to equalize the supply of labor 
in different places, lessening unemployment and standardizing wages. 
It has also its social aspects, for not only does increased speed of 
travel encourage freer movement of people, lessening differences and 
breaking down prejudices, but modern facilities for the carriage af 


\Lardner, Railway Economy, London, 1850, pp. 13-14. 
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passengers tend to diffuse population, to encourage the growth of 
suburban communities, and to do something in this way to offset the 
tendency to concentration which has been strengthened by the 
possibility of shipping goods at high speed and low cost. 


Effects of Reduction in the Cost of Transporting Passengers 


In addition to the improvement in speed, we have already said 
that modern transportation has brought about a considerable de- 
crease in the cost of transportation. This decrease has had the fol- 
lowing effects: 

Where the transportation of passengers is concerned, it has been 
the general experience that a decline in the fare charged has stim- 
ulated movements, both by encouraging habitual travelers to travel 
more and by bringing the cost of travel within the reach of more 
moderate incomes. This effect is most clear when pleasure travel 
is concerned, for the extent of commercial traveling is dependent 
upon complicated conditions relating to the sale of goods or of 
ultimate services which had best be omitted in the present discussion. 
We indicate the tendency of travel to expand as fares decrease by 
saying that the demand for passenger transportation is elastic. To 
this statement the important qualification should be made that a 
reduction in fares will have little effect upon the volume of travel 
when such travel involves the passenger in many incidental expenses 
not affected by the change in the passenger tariffs which is supposed 
to have taken place. Thus, on the whole, reduction on long hauls 
involving at least temporary changes of residence for the passenger, 
together with heavy accessory expenses, will have less effect in in- 
creasing traffic than will a corresponding decline in fares over short 
distances. 

To the extent that passenger movement constitutes a social ser- 
vice desired for its own sake, a reduction in its cost which brings it 
within the reach of more people, or which makes it possible for those 
who have traveled a little to travel more, is an important direct advan- 
tage of new transportation methods. 

To the extent that passenger travel constitutes an element in the 
process of production of goods, a reduction in the expense of such 
travel tends to lower the prices at which these goods can be sold. 


Effects of Reductions in the Cost of Transporting Goods 


Apart from the indirect effect produced by the lowering of passen- 
ger fares, modern means of transportation have tended to reduce 
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the cost of goods to the consumer in two distinct ways. In the first 
place, a fall in the cost of movement enables consumers to enjoy 
the benefit of goods which are not to be had in their own immediate 
neighborhood, at a lessened expenditure of time and labor. There 
are articles which a particular district may never be able to produce, 
perhaps because of lack of raw material, perhaps because of lack 
of power, or even because of lack of skill. If such articles are bulky 
or heavy in proportion to their value, the cost of procuring them 
from other communities may under primitive conditions of trans- 
portation be prohibitive. Thus the products of agriculture were long 
consumed on the spot where they were produced, except where 
water carriage was available, because the cost of movement by land 
was exorbitantly high. 

A second reason why a lowering of costs of transportation may 
frequently reduce price is that it will permit the division of labor. 
This is perhaps the most important result which has followed upon 
the improvement of our transportation machine. People not only 
move farther and more frequently to-day than they did one hundred 
years ago, but they send the goods which they produce greater dis- 
tances, and they bring the goods which they consume from more 
distant points than they were accustomed to in the past, if we except 
from this statement certain commodities of high value which were 
imported by the way of water routes during the Middle Ages. One 
result of this has been a great shifting of centers of production, with 
a tendency for production to occur where there exist local advantages 
of raw materials, labor, and power, as well as where there is only 
the advantage of nearness to a market.1 

We have developed in modern times an extreme specialization, 
both in industries and in occupations. On the whole, this specializa- 
tion lowers costs of production because it allows individuals or 
cities or even states to concentrate upon the production of a few 
things, and to produce these things in large quantities, with great 
economy in labor and keen competition for distribution over wide 
areas. Indeed, German writers have pointed out that it is only by 
virtue of international specialization, particularly with respect to 
food products, that so-called “industrial states” have been able to 


1Sax, Die Verkehrsmittel in Volks- und Staatswirthschaft, pp. 27-30. Sax insists 
that the influence of fuel and raw materials on the location of industry becomes less, 
year by year, because improvements in transportation count more heavily when it 
comes to the carriage of articles of this sort. Under modern conditions the actual 
location of production is often determined by very delicate adjustments of railroad 
rates. 
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devote themselves to manufacturing industry without concern for 
their own dwindling output of raw materials and of food, 

Division of labor leads to a development of skill and to the build- 
ing up of an equipment for production which would not be possible 
under a system of localized supply, involving usually a considerable 
increase, it may be said in passing, in the size of the average produc- 
ing establishment. If the production which results from the division 
of labor is monopolized, the advantages of the newer method will go 
in the main to the producer; but if it is not monopolized, it will be 
the consumer who will gain by a lowering of the price for com- 
modities for which he will have to pay. 


Modern Methods Have Enlarged the Output of Goods Instead 
of Increasing the Leisure of Workers 


It is to be observed that a reduction in the cost of carriage or an 
increase in the division of labor would be significant even though 
no increase in ultimate output should take place. In the absence of 
an increase in output, more effective means of production would result 
in an increase in leisure for the working population. People would be 
able to maintain their customary standard of living at the expense 
of fewer hours of daily work, and would have time free for rest, 
recreation, or for forms of activity usually classed as unproductive. 
Probably modern methods have occasioned some relief of this sort. 

Yet the characteristic result of modern technique has not been an 
increase in leisure, but a rise in the standard of living and a greater 
consumption of goods. Producers have tended to maintain their 
former level of effort, and have found themselves, accordingly, in 
possession of larger quantities of goods, which they have sold in the 
market place to provide for themselves a more ample supply of those 
commodities which they have themselves desired to consume. Prices 
have declined, of course, in the face of such a policy, both in terms 
of goods obtainable for a day of human labor, and also in terms of 
money value; but since the decline in price has stimulated consump- 
tion, producers have still found their own net purchasing power in- 
creased, while the supply of commodities at the disposal of the gen- 
eral public has been notably enlarged. 


Competition and Prices 


Another way in which lowered costs of transportation may reduce 
prices, apart from the encouragement which it offers to the division 
of labor, is through the increased competition which arises as mar- 
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keting areas become broader. We shall have excellent examples of 
this in later chapters of this book which deal with railroad rates 
and service. ‘The wider the market the more generally does com- 
petition exist, and the less can any producer depend upon local 
fortuitous advantages either of production or distribution. Service 
must be met with service, and price with price. Of course, better 
transportation in individual cases may cause some increases in price 
as well as some decreases, but even here the more uniform standard 
of charges remains an advantage in itself. 

Experience shows that prices of commodities are most likely to 
be reduced by changes in the rates charged for their transportation, 
first, when the commodity is of low value and the average haul is 
long, so that the rate constitutes a material portion of the selling 
price of the goods; second, when the commodity in question is pro- 
duced under conditions of free competition; third, when the demand 
for the article is inelastic; and lastly, when the costs of production 
per unit other than transportation grow less as the supply increases. 
Extreme examples of commodities produced under these conditions 
are steel, textiles, and rough lumber. 

On the other hand, if the supply of any commodity is limited, or 
even if the supply is of a character which can not be rapidly in- 
creased, the effect of reduction in the cost of transportation is more 
likely to be an increase in the net revenue secured by the producer, 
not a decrease in the price charged to the consumer. This is true, 
at least over short periods of time, for grain, coal, and monopolized 
articles of all descriptions. In France, between 1840 and 1872, the 
price of oysters is said to have multiplied ninefold, because the con- 
struction of railroads opened new markets for the seacoast towns, 
while the supply of these bivalves only slowly increased, and this 
phenomenon may serve as an example of the principle referred to." 

It is, however, true that noteworthy reductions in price may occur 
even when conditions appear at first sight to be likely to lead to 
increased producers’ profit, as has happened in the production of coal 
in the United States, or in the case of agricultural supplies which are 
placed on the market under conditions of increasing cost, and yet 
have been powerfully affected with respect to price by changes in 
the art of transportation. In these instances the direct saving in 
costs of production through the decline in the railroad charge has 


1 de Foville, La transformation des moyens de transports et ses consequences économiques 
et sociales, p, 228. 
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been sufficient to lower the market price, in spite of contrary influ- 
ences relating to the production of the article itself. 


Equalization of the Supply of Goods 


Still another advantage growing out of our modern transportation 
system relates to the stabilization of the supply of consumable com- 
modities, particularly of products of the soil. The output of articles 
of this type depends not only upon acreage planted and available 
labor supply, but also upon conditions of temperature, rainfall, and 
insect pests, which are only slightly within human control. It is 
thus more variable than the supply of manufactured goods is likely 
to be, and it is not inconceivable that a persistent drought, as recently 
in southern Russia, may cause an entire crop failure over a con- 
siderable area. Since the products of agriculture form the basis of 
our food supply, the seriousness of such a condition is apparent. 

Fortunately, it rarely happens that a failure of crops is world wide, 
and transportation was able to rid the world of a recurrent scourge, 
famine, when it enabled consumers in less favored localities to draw 
quickly and cheaply upon the temporarily more abundant resources 
of their neighbors. Moreover, even when famine has not threatened, 
transportation has equalized prices in different areas by the move- 
ments which it has brought about. 

Data brought together by the United States Department of Agri- 
culture in 1911 illustrate the wide range of sources of supply of the 
most ordinary articles of current consumption, and show, by in- 
ference, how slight the effect of failure of any one of these sources 
is likely to be. 

“For the season of 1910,” to quote the report, “the quotations 
of Florida tomatoes appeared in the produce reports at Chicago, 
New York, and Kansas City, early in the winter and continued 
to about the middle of June, when Texas tomatoes began to 
appear. These were followed, in the Chicago market, by ship- 
ments from Mississippi, and about the first week of July by 
the produce of more northern fields. Among the states which 
contributed tomatoes to the Chicago trade in 1910, besides 
Florida, Mississippi, and Texas, were California, Tennessee, — 
Missouri, and, of course, Ilinois. New York’s supply also came 
from a large number of states, among which were California, 
Florida, Texas, Mississippi, Tennessee, Virginia, North Car- 
olina, South Carolina, New Jersey, Maryland, and Delaware, 
while some were imported from Cuba. 
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“The supplies of peaches, strawberries, cantaloupes, string 
beans, and other products were also drawn from a wide range 
of territory. In 1910 there were at the same time quoted in New 
York City strawberries from Florida, Louisiana, Virginia, Mary- 
land, and the Carolinas, and while some of these Southern 
berries were still in the market, supplies came in from New 
Jersey and New York. The cantaloupes used in New York, in 
the latter part of June and the first of July, 1910, were coming 
from Florida, Georgia, and the Carolinas, and also from Arizona 
and the Imperial Valley of California. A few weeks later melons 
from Maryland, Delaware, Virginia, and New Jersey met, on 
the same market, those from New Mexico, Nevada, and Colo- 
rado. 

“In April and May of the same year the asparagus sold in 
New York City was grown, some near the Pacific coast and 
some in the regions along the Atlantic. Peaches from Texas 
and other Western states were included with those from Eastern 
states in the receipts at New York.” ? 


It is evident enough that the range of sources of supply referred 
to in the report of the United States Department of Agriculture just 
quoted not only provided the cities of Chicago and of New York 
with seasonable commodities over a longer season than these cities 
could have counted upon had they been forced to rely upon near-by 
producers, but that it also equalized prices by limiting the effects on 
price of a chance falling off in the output of any single producing 
region, The quotation refers to conditions in 1910; but a similar 
statement might be made in 1928. 


Better Transportation Reduces Economic Rent 


The question is sometimes asked whether improvements in trans- 
portation tend to increase or to decrease what economists call 
“economic rent.” By this term we mean the payments which owners 
of land can exact for the use of their land, apart from payments for 
the use of buildings which may be upon the site which is the subject 
of valuation. Economic rent is, therefore, analogous to ground rent, 
and as such is considered important as constituting one of the great 
shares into which the income of society is sometimes divided. Its 
magnitude is, of course, affected by all the characteristics of modern 


1 United States Department of Agriculture, Yearbook, 1911, ‘Reduction of waste 
in marketing,” by Frank Andrews. 
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transportation—speed of passenger movement, speed of freight 
movement, and the costs of transporting both passengers and freight. 

It is clear enough that the use of mechanical power in transporta- 
tion tends to equalize the returns to areas which, before the intro- 
duction of railroads, yielded very different profits to their proprietors, 
and therefore commanded very different rents. This is because 
cheaper and quicker transportation reduces the disadvantage of 
distance under which remote sections formerly labored, while it 
lessens, at the same time, and for the same reason, the advantages of 
nearness to market which favorably situated localities formerly en- 
joyed. 

Students of economic history of the United States are familiar 
with the increase in land values in the Mississippi Valley and the 
decline in value of portions of New England lands which arose out 
of the construction of the Erie Canal, and, later, out of the building 
of the trunk-line railroads. Similar phenomena have appeared at 
many points in our economic development; while the restraining in- 
fluence of quick and inexpensive transportation from the hearts of 
our great cities to their suburbs upon the advance in price and in 
rental values of city property is a matter of repeated current observa- 
tion, as is the increase in value of districts adjoining large cities, as 
these districts become accessible. 

Better transportation, therefore, reduces the rental value of some 
lands, and increases the rental value of other lands. There is no 
available statistical information upon which we may base a state- 
ment as to whether aggregate land values have gone up or down as 
a result of the construction of railroads, but inasmuch as one element 
in the value of all land is location, and inasmuch as facilities for 
transportation eliminate the whole conception of location in propor- 
tion as they approach perfection, the belief is reasonable that, other 
things equal, improvements in transportation not only tend to bring 
the returns from different units of land to an equality, but that they 
also tend to reduce the share of the country’s product which goes to 
the land-owning class as a whole.! 


_‘The absorption of capital in railroad construction may tend, under some condi- 
tions, to raise the general rate of interest and thus to depress the value of land. The 
same influence should reduce the proportion of the total national dividend received 
by the landowner. It is, however, to be remembered that while the railroad does 
represent more capital than the stage-coach and pack train, it probably does not 
embody a larger amount of capital per unit of transportation produced. The effect 
of railroad investments upon the general rate of interest raises somewhat complicated 
questions in economic theory that need not be discussed in the text, although they 
present an opportunity for interesting economic analysis. 
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This is a treatise upon the economics of transportation, and the 
case for the railroad and for other forms of transportation by the 
use of mechanical power may perhaps be closed at this point. It 
is an adequate statement when we observe, as we have done in 
the foregoing pages, that modern means. of transportation have 
increased the supply of goods, have lowered and equalized prices, 
have reduced the rent of land, and have rendered a direct service in 
the quick, inexpensive, and comfortable transportation of passengers 
which may yield as real a pleasure to those who take advantage of 
it as that derived from the contemplation of art or the consumption 
of much-prized material goods. 

We should not be unmindful, however, even in a discussion of 
this sort, that quick, cheap, and reliable transportation has political 
and social effects as well as economic ones. No country the size of 
the United States, to take this example alone, could be held together 
were it not for the ease of movement within its boundaries. Trans- 
portation makes for homogeneity of type, for the sympathy which 
comes from knowledge, and for the ease of codperative action in 
noneconomic as well as in economic matters which comes from uni- 
formity in customs, a common point of view, and a likeness in en- 
vironment. We talk the same language, we read the same books, 
we wear, in general, the same sort of clothes, we eat similar foods, 
and in spite of individual differences we achieve a unity of spirit 
which, while doubtless the result of many factors, is to an important 
degree a consequence of modern transportation. If we add to this 
the military power which results from transportation and which 
helps to render us secure, the importance of modern transportation 
machinery is made still more manifest. 
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CHAPTER IX 


THE LOCALIZATION OF SOURCES OF SUPPLY 


Volume of Inland Traffic Movements 


The magnitude of the transportation machinery provided for a 
nation like the United States seems calculated to accommodate a 
population and a volume of raw materials and finished goods in 
almost daily motion. Speaking of passengers alone, we have esti- 
mated the number of annual trips by railroad at 933 million, those 
by automobile at 4 billion, and those by street and interurban rail- 
way at 15 billion, or a total of approximately 20 billion, or approx- 
imately 200 trips per inhabitant per year. And while the weight of 
the annual goods production of the country is not known, a known 
annual movement of over 17 hundred million tons certainly indi- 
cates a high degree of mobility. It is desirable, therefore, to examine 
this flow of traffic, and to assemble, at least with respect to freight, 
some of the facts which are known about it. 


Difficulties of Exact Description 


There is much difficulty in analyzing inland transportation move- 
ments in any country, for the reason that neither passengers nor 
goods are stopped and counted in the course of transit within a nation 
as they would be if they crossed national boundaries and became sub- 
ject to customs regulations. 

There is difficulty also in segregating the local or gathering and 
distributing movements of commodities from the currents of traflic 
which flow, often for long distances, between sources of supply and 
consuming markets. These difficulties make an exact statement of 
the flow of inland traffic impossible, but they will not prevent a rea- 
sonable approximation which will indicate in a general way the 
nature of the transportation which takes place. 


Recapitulation of the Volume of Freight Traffic of the United 
States 
We have already estimated the annual freight movements in the 


United States as follows: 
165 
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Waterways Tons Tons 
reat Wakes. (Siac oemeny mes att tees we 125/517; 553 
Mississippi River... 0.2.45. Anco miear. 27,089 , 762 
(OCW eI le x ck ote eee oes 25,831,388 178, 438,701 
PAE BER: 555 ba,.<copaN en eee Maes Cee ———— 117,157,060 
METUNG IEG ek is Sith nate ie we ean tema cyt eae ic 276,400 , 000 
Rat POACdS ees Ang eae ae te one I ,187,295,744 
BROUAIEE. greeenpro 1,759,291, 505 


Commodities Handled 


The commodities carried by the various means of transportation 
mentioned in the table may be listed as follows: 

1. Great Lakes. ‘The chief commodities handled on the Great 
Lakes are iron ore and coal, with lesser amounts of grain, stone and 
sand, and lumber. 

2. Mississippi River. Fuel oil, logs, grain, iron and steel, sugar, 
and aluminum move in quantities upon the Mississippi. Much sand, 
gravel, and rock is also carried, but for short distances. 

3. Other waterways include (a) the Warrior River in Alabama; 
(b) the Columbia, Willamette, Sacramento, and San Joaquin Rivers 
on the Pacific coast; (c) the Hudson River; (d) the New York State 
Barge Canal; and (e) a number of canals and rivers of minor 
importance, mostly emptying into or lying in the vicinity of the 
Atlantic Ocean or the Gulf of Mexico. 

The most important of these miscellaneous waterways are the 
New York Barge Canal and the Hudson River. Both handle much 
the same range of commodities, including grain, petroleum and 
petroleum products, lumber, coal, stone, copper, brick, sand and 
gravel, salt, and sulphur. The traffic on other rivers and canals 
varies, but fuel oil, grain, logs and lumber, coal, sand and gravel con- 
stitute the bulk of the tonnage. 

4. Pipe lines. This facility transports crude petroleum. Petro- 
leum products move by rail. 

5. Motor trucks. The statistics of motor-truck traffic are ex- 
tremely incomplete, but the business includes building materials, 
perishable goods, such as milk, eggs, vegetables, and fruit, and the- 
miscellaneous freight supplied by retail and wholesale distributing 
establishments. This traffic has been described in Chapter VI. 
Other commodities of importance are gasoline, live stock, and house- 


hold goods. 
6. Railroads. Common observation suggests that the variety of 
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products carried by the railroad system of the United States is so 
great as to defy summarization. This is not, however, the fact, as 
statistics published by the Interstate Commerce Commission show 
that the bulk of railroad tonnage consists of comparatively few 
articles. Thus the commodities carried by Class I railroads in the 
United States' during the year ended December 31, 1924 were as 
follows: 


REVENUE FREIGHT CARRIED BY CLASS I RAILROADS OF THE UNITED STATES 
DURING THE YEAR ENDED DECEMBER 3], 1924 


Article Tonnage 
Coal, bitumumous and anthracite: <i... sic scu eho vw vdeo cs 414,498,780 
Re reo N aN CCIE EC Na aa cay Gite kt ee eh eea ac awe ee ee 136,649,619 
Lumber, logs, ties, pulpwood, ete. . 2... oc .es0 vee eee ca de: 108 094,065 
Drea EAE TONES Whe hatte cane odio scars nat eee Hie He ie wee 95,193,107 
Grain, including wheat, corn, and Oatsc.s6..sig..enae esse 56,439,988 
Petrououly aad PTOGUOES 6 osc. cede cfs ahaha dS a ede lk asa 49,709,241 
RG eter err WN Ns at ON eat & Mts PERM he 22,969,596 
Bate anunabrinera SHOne! yon ac cok eas ied pe eas 18 , 164,637 
Cattle, noes, sneep, ail PORES... os scuuisuascaae nce. ce be 179230 1007 
Shenileain ane, CxPlOsiVES).< «<1 sus danas cinwaes oa eae ews 8, 423,296 
Cotton and cotton-seed products, except oil............... 7,857,144 
er PIU Ara rem cies i coe bye tate k Ane dic de Ae eed ws oe Ha ree 7,814,825 
ba Gatehea vated (Tab ohare) La @0) See ee ee eee a 6,764,402 
Hucar, syoup, cluchse, and molasses: »). ..4..c:eeyerts aes 5,407,401 
INL axes? ayellevaal (aRNIKE.. 6 5 Gab omocw ena nononon ch oooecne I9I , 523,953 

otaliearloadgeratic: parser ails: ea pet ine ea Tal46 740,721 
WesswthanycaclondetrattGrm. cr iceneiraris tke weerewe eer cio 40,549,023 
Grancatotalallatrathicr eter veers oom a a: 1,187,295 ,744 


Nearly three-fourths of the entire tonnage of the railroads of the 
United States in 1924 consisted of coal, gravel, logs and lumber, iron, 
grain, and petroleum. If we add cement, brick, live stock, heavy 
chemicals and fertilizers, fruits, cotton, and sugar, the proportion 
becomes nearly nine-tenths. The miscellaneous parcel freight, which 
represents the greatest variety in shipments, amounts to less than 4 
per cent of the whole. 

7. Air routes. Air-craft tonnage consists of mail and some little 
high-grade express matter. The volume of the traffic is slight. 


1 The Interstate Commerce Commission divides the railroads which report to it 
into classes according to volume of earnings. Class I includes all railroads with gross 


earnings of $1,000,000 a year or more. 
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Sources of Production of Commodities Transported in the 
United States 


The remainder of this chapter will be devoted to a brief description 
of the areas of production in this country of coal, lumber, oil, iron, 
grain, live stock, fertilizer, fruit, cotton and sugar, articles the trans- 
portation of which gives rise to the great commodity movements of 
the United States. Stone, sand, gravel, cement and brick will be 
omitted because the hauls of these commodities are usually short 
and their importance secondary, while aluminum, sulphur, and heavy 
chemicals will also be passed by. The purpose of the description will 
be to provide a starting-point from which to trace the more significant 
trafic movements. 


Coal 


Coal is widely distributed in the United States, but the greater part 
of the output comes from a few sources. Substantially all coal 
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classed as anthracite is mined in eastern Pennsylvania. In 1922, 
the anthracite output was reported as 54,683,022 net tons. This was - 
unusually low, however, on account of the coal strike of this year, 
and the figure of 90,473,451 for 1921 is more nearly representative. 

Bituminous coal is much more abundant in this country than the 


1 Eckel, Tron Ores: Their Occurrence, Valuation, and Control. 1914. 
>United States Geological Survey, Mineral Resources of the United States, 1922. 
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harder and dryer anthracite. There are five principal sources for 
bituminous coal: 

1. The Appalachian region, extending through northern Ohio, 
Maryland, Virginia, West Virginia, eastern Kentucky, Tennessee, 
and Georgia, 

2. The Eastern region, including the fields of Illinois, Indiana, 
and western Kentucky. 

3. The Western region, including the coal fields of Iowa, Missouri, 
Nebraska, Kansas, Arkansas and Oklahoma. 

. The Southwestern region, in Texas. 

. The Rocky Mountain region, including, among other deposits, 
ee of Colorado and Wyoming. 

Of these five sources, however, the Appalachian and the Eastern 
regions were responsible for 356,915,746 out of a total of 422,268,099 
tons mined in 1922, or 85 per cent. The leading states were Penn- 
sylvania, with 113,148,308 tons, West Virginia, with 80,488,192 tons, 
Illinois, with 58,467,736 tons, Kentucky, with 42,134,175 tons, and 
Ohio, with 26,953,791 tons. 


Iron Ore 


Tron deposits in the United States are scattered, but production 
is even more concentrated than in the case of coal. In 1922, the 
total iron-ore output was reported as 47,128,527 long tons. Of this, 
39,716,016 tons were mined in the Lake Superior district, and 4,711,- 
400 tons came from Alabama along the southeastern edge of the 
Appalachian Mountains. The Lake Superior ore bodies are called 
“ranges,” and bear the names of Mesabi, Gogebic, Menominee, 
Marquette, Vermilion, and Cuyuna. 

In 1922, the iron ore mined around Lake Superior was reported 
as follows: 


IRON ORE MINED IN THE LAKE SUPERIOR DISTRICT, Too. 


Range Gross tons 
AYU SR CR Cet Pon at Se RL eR Hkh Seagal as 26,704,601 
(Sore bie Benen anes ruts Sth anon das ane 4,910,789 
Peer miniinee sarees tee sierra ones stadia 3,290,641 
Nicrrr ene te pak tr ot ui! Nat ah see eevee Soc te 2,745,626 
Ni eraras te Oniey mies MMe ik Gia bia ages 2+ 1,108,764 
(GRONIZLITE | see ted get ho eR RC ara 955,595 

TIVE Woe SRA hr, nar Oat ned eRe ee ae 39,716,016 


1 United States Geological Survey, Mineral Resources of the United States, 1922, 
DagsL. 
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The advantages of Lake Superior, and especially of Mesabi, ore 
are: (1) cheapness of mining ore on the Mesabi range, where the ore 
bodies are flat and relatively shallow, and open-cut mining can be 
carried on economically in many cases; (2) high quality, which 
means a high percentage of iron content and low percentage of 
phosphorus and sulphur; and (3) convenient access to water trans- 
portation. These advantages, taken in connection with the great 
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SKETCH Map OF LAKE SUPERIOR REGION, SHOWING IRON DistTrRicTs, SHIPPING 
Ports, AND TRANSPORTATION LINEsS* 


size of the ore bodies, will probably maintain the Lake Superior 
district in its position of leadership for many years to come. 

Iron shipments other than iron ore include pig iron, steel ingots 
and castings, rolled iron and steel products such as rails, plates, rods, 
bars, and structural shapes, and miscellaneous products. In the 
miscellaneous group, nails, pipe, tin and terne plates, and galva- 
nized sheets are the largest items.? 

Production of iron and steel can best be carried on where there is 
ready access to ore and coal. For this reason, 80 per cent of the 

‘Van Hise and Leith, “The Geology of the Lake Superior region,” Monographs of 


the United States Geological Survey, Washington, 1911, vol. lii, p. 32. 
? American Iron and Steel Institute, Annual Statistical Report, 1923, pp. 1-2. 
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blast furnaces of the country and 66 per cent of the active steel 
works in 1923 were located in the range of states bordering upon the 
Great Lakes. ‘These states in order of importance are Pennsylvania, 
Ohio, New York, Illinois, Indiana, Michigan, Wisconsin and Minne- 
sota. Other centers of production are Virginia, West Virginia, Ala- 
bama, New England, and the Pacific coast. In most cases these last- 
named states smelt and manufacture local ores, or, as on the Pacific 
coast, rely largely on scrap iron for raw material. 


Lumber 


The United States grows both hard and soft lumber, with the 
latter predominating. The most important wood is yellow pine, 


LUMBER REGIONS 

(State Groups) 
1 Northeastern 
2 Central 
3 Southern Pine 2 3 
4 North Caroling Pine EASTERN FORESTS 
5Leake WESTERN FORESTS Northern forest 
6Pacific EZ Pacific coast forest Central hardwood forest 
§} 7Rocky Mountain Rochy Mountean foraa? (ZI Southern forest 
BAI! others CJ Tropical forest 


—— 


LuMBER PRopuCcING REGIONS AND Forest AREAS* 


including Western yellow pine, with an estimated cut of 13,381,000 M 
board feet in 1920, and the next is Douglas fir, with an estimated 
cut of 6,960,000 M board feet. Other important commerciai woods 
are white pine, hemlock, and oak. 


Production of Lumber by Species and District 

The United States Department of Agriculture collects extensive, 
although not entirely complete, returns showing annual cut by species 
and location. 


1 United States Department of Agriculture, Bulletin No. 1119, p. 12, “Lumber Cut 
of the United States, 1870-1920.” 
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LUMBER CUT REPORTED TO THE UNITED STATES FOREST SERVICE, 1920! 
(in M feet) 
Species Total cut Texas, La., Ark., Wn., Ore., 
1920 Miss., Ala., Ga., Calif., Nev., 
all states Fla,S.C.,N.C.,  Ida., Mont. 


Neate 
Yellow pime......... . 6,064,314 SOOT on ee ere 
Western yellow pine 2,270,898  _............ 1,958,734 
Wouwlas-hrs <0. «0h. TO;95OyG8s" 0 Pehla grades 6,945,473 
Sota ae ieee ar 18,191,894 8,667,773 8,904,207 


Total reported 
cut—all species 29,878,360 


Study of the foregoing map and table will make it clear that the 
cut of Douglas fir and yellow pine in the United States is highly 
localized. Almost all the Douglas fir is shipped from district 6, 
principally from Washington and Oregon; almost all the yellow pine 
comes from districts 3 and 4 in the south or from district 6 in the 
west. The Western yellow pine which is not cut upon the Pacific 
coast is found in greatest quantity in states such as Idaho, Montana, 
Arizona and New Mexico. 

Besides the yellow pine and Douglas fir, white pine is cut in 
district 5 by the Great Lakes, in Idaho, and in New England, New 
York, and Pennsylvania. The reported cut in 1920 was 1,377,327 M 
board feet. At one time the white pine of the Lake region was one 
of the principal resources of lumber users of the United States, but 
rapid and persistent lumbering has greatly lessened its importance. 

The reported cut of hemlock in 1920 was 1,685,320 M board feet, 
largely from Washington, Wisconsin, Michigan, and Pennsylvania, 
and the reported cut of oak was 1,853,580 M board feet. Oak is the 
most important of the hard woods. It is widely distributed in, dis- 
tricts I, 2, 3, and 4, but is scantily represented in the Western states. 
From the transportation point of view, however, neither oak, hem- 
lock, nor white pine possesses the importance of the yellow pine or of 
the Douglas fir. 


Grain 

The most important grains from the point of view of production 
are corn, oats, wheat, and barley, in the order named. In 1925, the 
United States produced 2,900,581,000 bushels of corn, 1,501,909,000 
bushels of oats, 669,365,000 bushels of wheat, and 218,002,000 


1 United States Department of Agriculture, sup. cit. 
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bushels of barley. Corn and oats, however, are consumed for the 
most part upon the farm, and are proportionately less the subject of 
transportation than wheat, at least in their original form. 


Wheat 


Wheat, like other crops, requires a certain-combination of soil and 
moisture for the best results. It is essentially a product of temper- 
ate climate and moderate rainfall, and finds congenial conditions in 
the central and northern Mississippi Valley of the United States 
on this account. 


WHEAT PRODUCTION 


EACH DOT REPRESENTS 
200,000 BUSHELS 


WHEAT PRODUCTION 


Wueat Propucrion, 1919 * 


Probably, however, wheat could be grown upon a much wider 
area than that upon which it is actually found. Wheat competes 
with corn, with hay, and with tilled crops on a profit as well as on 
a climatic basis. Most of the wheat farms in this country lie between 
the corn belt and the ranching regions of the West, not so much 
because wheat could not be grown farther east and south, but be- 
cause other crops yield larger financial returns in districts to which 
they are suited. 

There are six commercial classes of wheat under the official wheat 
standards of the United States, with numerous subvarieties. Hard 


1 United States Department of Agriculture, Yearbook, 1921. 


174 PRINCIPLES OF INLAND TRANSPORTATION 


PRODUCTION OF WHEAT, UNITED STATES, 1921-1924 : 


Tons of 
Year Bushels 2,000 lbs. 
LQQT ae Srens tes sree Mere mee ee roe 814,905,000 24,447,150 
TO22 catia aA tO ER eee a 867,598,000 26,027,940 
TOD Gin Se TO aT AG ae 797,394,000 23,921,820 
TOQHE ey ah ial aera eaters 862,627,000 25,878,810 
TODCHW seicc) ee rat ere 669,365,000 20,080,095 
5 5 


red spring-sown wheat and Durum wheat is grown mostly in the 
extreme northern section of the Mississippi Valley, in North Dakota, 
in South Dakota, and in Minnesota. Hard red winter wheat is pro- 
duced in the central section of the Great Plains area; soft red winter 
wheat largely in the humid sections of the eastern United States. 
The leading states for this last-named species are Missouri, Indiana, 


| CORN PRODUCTION, 1919, AND. 
PER CENT OF AVERAGE PRODUCTION, 1911-1920 
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Corn PRopucTION, 1919 


Ohio, and Illinois, Little wheat is grown south of the Ohio River or 
west of the hundredth meridian. 


Corn and Oats 


Eighty per cent of the corn crop is fed to animals on the farm, 
and not over one-fifth of the crop Is shipped out of the county where 
it is grown. The volume of production is so great that even this 


'Bushels converted into tons at 60 pounds to the bushel. Figures for 1925 are 
preliminary and subject to correction, 
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proportion would exceed 16,000,000 tons, but the average haul is 
short even in commercial movements. In the case of oats, the cen- 
sus indicates that in 1919 slightly less than one-third of the national 
production was sold by the farmers. The remainder was apparently 
used for farm consumption. One-third of the production of 1925 
would amount to 500,636,000 bushels, or 8,010,000 tons. 

Like corn, oats are grown for the most part in the northern 
Mississippi Valley, in the states of Iowa, Illinois, North Dakota, In- 
diana, Ohio, eastern Nebraska, eastern South Dakota, and southern 
Minnesota, Wisconsin, and Michigan. Oats thrive farther north 
than does corn, but, on the other hand, the production of oats is 
negligible south of the Ohio River or in corresponding latitudes to 
the southwest. 


Petroleum 


The most productive sources for petroleum supply are the Mid- 
Continent and California fields. The statistics for these and other 
producing areas in 1925 were as follows: 


PRODUCTION OF CRUDE PETROLEUM IN THE UNITED STATES, 
CALENDAR YEAR 1925? 


Production 
Tons, at 
Thousands 310 lbs. 
Field of barrels to the barrel 

IVI AAT IRENE yo dedi xr grautliny earpeos 420,966 65,250 
(Gov Gabler Sle oS Oi eect: 230,148 3151073 
hocky. Mountain... 05. cee. « 35,386 Roaks 
Gul Coaster ae ae ae ee 31,458 4,876 
PAPPALACHIER cee na vaste hen 36 « 275270 Ay 227 
Illinois and southwest Indiana... 8, 503 1,318 


WpimrvasLMGda A ca tye nicks pease Sosa os 2 £21 328 


755,852 117,157 


The Mid-Continent field extends from Kansas City south across 
eastern Kansas and Oklahoma, with extensions into Texas and 
northwestern Louisiana. The California field, as its name implies, 
is located in the southern part of California, including the areas 
around Bakersfield and Ventura. Both of these fields are recent as 
compared with the other centers of oil production, as the wells in 


1 Standard weight per bushel: corn, 56 Ibs.; oats, 32 Ibs. = 
2 United States Department of Commerce, Bureau of Mines, “Petroleum Statistics, 


1925.” 
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California were brought into action only in 1898, and those in the 
Mid-Continent in 1903, while the Appalachian field was discovered in 
1855, and the Lima-Indiana in 1886. The boundaries of the other 
fields need no special definition. 

Inasmuch as the California and Gulf Coast oil fields ship princi- 
pally by coastwise steamer, and the Illinois and Indiana production 
is so small that it may be neglected, the student of transportation 
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should concern himself chiefly with the wells in the Mid-Continent, 
Rocky Mountain, and Appalachian areas, of which the Mid-Con- 
tinent output is 87 per cent. 


Cattle, Hogs, Sheep, and Goats 


The items which deserve attention here are cattle, hogs, and sheep, 
as the number of goats in the United States is relatively small. Sheep 
are found in large numbers in most states except in the old South, 
but by far the greater part of the sheep in the country are to be 
found west of the Mississippi River, and the leading states are Texas, 
California, Idaho, Ohio, Montana, Oregon, Wyoming, Colorado, 
Utah, and New Mexico, predominantly range states of the Far West. 

Hogs are a product of the corn belt. Few hogs are produced 
west of the hundredth meridian, but Iowa, Illinois, Missouri, Indiana, 
Nebraska, and Ohio are abundantly supplied. The reason for this is 


1 Pogue, The Economics of Petroleum, New York, 1921. 
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that farmers find it more economical to feed corn to hogs and then 
to sell the hogs than to attempt to market the corn itself. There is 
therefore a direct relation between corn and hogs which accounts for 
the latter’s distribution. In spite, however, of some concentration 
in the corn belt, swine are widely distributed over the states of the 
East, South, and Middle West. 

The distribution of beef cattle is indicated upon the following 
map. 
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The foregoing map shows that in the case of cattle, as indeed also 
in the case of hogs and sheep, we have a product that shows no 
concentration comparable with that characteristic of coal, iron, or 
lumber, or even with the concentration of wheat, cotton, and sugar. 
While beef cattle are reared in large quantities upon Western ranges, 
they are also up to a certain point profitable by-products of general 
farming operations, and so may be found almost anywhere where 
general farming is carried on. 

It must, however, be remembered that cattle shipments from any 
section depend upon the surplus of production over consumption, not 
upon production alone; in 1916, for instance, to take an extreme 
case, 87.5 per cent of the cattle marketed in the State of Delaware 
were sold to local butchers for the retail market trade. Generally 


1 United States Department of Agriculture, Yearbook, 1921. 
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speaking, the disposable surplus is low in the East and South, where 
population is dense and local consumption great, and high in the 
Western and especially in the Southwestern range states, where con- 
trary conditions occur. It is also notably high in the corn belt states 
because cattle are shipped to this section for fattening. Indiana, 
Illinois, Iowa, Missouri, Nebraska, and Kansas act as a species of 
live-stock reservoir through which much live stock passes which was 
not originally raised and cannot be consumed in the district.? 


Fruits 


The most important commercial fruits produced in the United 
States are apples, oranges, grapes, peaches, pears, grapefruit, straw- 
berries, and lemons. In addition to these, the United States imports 
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APPROXIMATE ACREAGE, 1919 


Cirrus Fruir AND PEAR TREES, APPROXIMATE ACREAGE, 1919 ~* 


bananas, olives, dates, figs, lemons, pineapples, and berries, as well 
as, in lesser amounts, a variety of other fruits. 

Import traffic is, of course, highly concentrated. The leading port 
of entry in the case of almost every kind of fruit is New York. Be- 
sides New York, one must mention New Orleans for lemons and 
bananas, Florida ports for pineapples, Philadelphia for dates, San 
Francisco and Chicago for currants, and Boston, Chicago, and San 


‘United States Department of Agriculture, Report No. 113, ‘“‘Meat Situation in 
the United States,” by L. D. Hall, F. M. Simpson, and S. W. Doty, 1916. 
* United States Department of Agriculture, Yearbook, 1921. 
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Francisco for figs. As in the case of sugar, points where fruit is 
imported perform the same function as points in the United States 
where fruit is produced and assembled, so far as the domestic mar- 
ket is concerned. 

So far as home production goes, the orchards of the country are 
either upon the Pacific coast or in the states south of the Ohio River 
and east of the Mississippi. This is not true of apples, which seem 
to thrive in all states except those in the extreme South and South- 
west, but it is true of most other fruits, and sometimes to a surpris- 
ing degree. 

Substantially all the lemons grown in the United States come 
from California, substantially all the grapefruit from Florida, and 
97 per cent of the oranges from these two states combined. The 
following table lists carload shipments of grapes, peaches, pears, and 
strawberries in 1924, according to class of fruit and principal shipping 
states. 


CARLOAD SHIPMENTS OF FRUIT, 1924 1 
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Cotton 


The outer boundaries of cotton production are determined almost 
entirely by climatic factors. According to the United States Depart- 
ment of Agriculture, the average summer temperature of 77 de- 
grees which obtains along the northern border of the cotton belt 

1 United States Department of Agriculture, Yearbook, 1925. In this table no ship- 


ments are noted unless they amount to at least 1,000 carloads annually, Figures are 
preliminary and subject to detail correction, 
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is the limit beyond which commercial production of cotton becomes 
impossible. 

Within the cotton belt the production of cotton depends largely 
upon soil. Cotton is grown, it is true, upon nearly all well-drained 
soils, but the yield on certain types, such as the black prairies or Ala- 
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bama, Mississippi, and Texas, or the river bottoms of Mississippi 
Tennessee, and Arkansas, is much higher than in other districts. 

The production of cotton during the past several years has been 
as follows: 


COTTON PRODUCTION, UNITED STATES, I92I—-I925 = 
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More than in the case of most farmers, the cotton grower special- 
izes upon a single crop. In some areas in Texas, South Carolina, 
and Mississippi, as much as 70 per cent of all the land in crops is in 


1 United States Department of Agriculture, Yearbook, 1921. 


>United States Department of Agriculture, Yearbook, 1925. The figure for 1925 is 
subject to correction. 
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cotton, while proportions as high as 50 per cent are common. The 
reason is the world-wide demand for cotton, the relatively steady 
employment of labor which it affords throughout the year, and the 
fact that, unlike corn, the crop is sold direct and not fed to live- 
stock, 

The cotton plant yields not only lint or fiber, but also seed. This 
seed, being bulky, is not shipped long distances, but is crushed in 
oil mills scattered through the producing regions. The four primary 
products are linters, hulls, cake, and oil. Cotton-seed cake is the 
compressed residue of the cotton-seed kernel after the oil has been 
extracted, and when ground becomes cotton-seed meal. No less than 
2,125,000 tons of cake and meal were produced in the United States 
in 1925, besides 1,331,000 tons of hulls. The oil itself amounted to 
187,155,000 gallons. Lint is the short fuzz remaining about the seed 
after the cotton has been ginned. In 1924 the production of linters 
was approximately 214,000 tons. 


Sugar 


Sugar differs from most of the other articles considered in this 
chapter in that the domestic market is largely supplied by importa- 
tions from other countries. In the fiscal year 1923, the imports of 
sugar into the United States amounted to 4,446,616 short tons, of 
which 3,923,094 tons came from Cuba. In addition, 492,774 tons 
were imported from the Philippines, 755,159 were brought in from 
Hawaii, and 600,412 tons from Porto Rico. These quantities are 
to be compared with a domestic production of 1,093,000 tons," 

Most of the imported sugar reaches the United States at the At- 
lantic ports of New York, Philadelphia, Baltimore, or Savannah, 
the Gulf ports of New Orleans or Galveston, and the Pacific coast 
port of San Francisco. This sugar is imported in a raw state and re- 
fined at the seaboard before being forwarded to districts of ultimate 
consumption. From the point of view of inland transportation, 
therefore, the seaboard cities mentioned are to be considered pro- 
ducing centers for the major portion of the sugar consumed in the 
United States. 

When we consider domestic production in addition to imports, dis- 
tinction must be made between cane sugar and beet sugar. ‘The 
ultimate product of the sugar beet and the sugar cane is substantially 
identical, but the conditions under which cane and beets may be suc- 


1United States Department of Agriculture, Yearbook, 1925; United States Depart- 
ment of Commerce, Monthly Summary of Foreign Commerce, 1925. 
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cessfully grown differ, and the locations of the industries are 
correspondingly different. Sugar cane requires a uniformly high tem- 
perature, ample sunshine, and a large and constant supply of mois- 
ture. The areas which supply these conditions in the fullest degree 
in this country are southern Louisiana, southeastern Texas, and 
southern Florida, and most cane grown for sugar is grown in Louis- 
iana alone. 

Sugar beets require moderate rather than extremely warm tem- 
peratures, with cooler weather during the ripening period. They are 
grown under irrigation in semi-arid regions such as Utah and Colo- 
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rado, as well as in states with more abundant rainfall such as Mich- 
igan and northwestern Ohio. Sugar beets thrive, that is to say, over 
a rather wide range of territory in the temperate zone, the exact 
location depending upon soil, topography, water supply, and drain- 
age, as well as on the presence or absence of certain pests, and the 
importance of this crop in the general scheme of rotation which may 
characterize the operation of a farm. The greater adaptability of 
the sugar beet makes it easily the most important domestic source 
of sugar in the United States. In 1925 the production of beet sugar 
in the United States was 895,000 tons. The production of cane 
sugar was 198,000 tons, all from Louisiana. 


1 United States Department of Agriculture, Yearbook, 1921, p. 457. 
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Fertilizer 


There are many kinds of artificial fertilizer, but the most impor- 
tant fertilizer materials are sodium nitrate, phosphate, and potash. 
Practically all sodium nitrate originates in Chile, entering the United 
States at a variety of ports, mostly upon our Gulf and Atlantic sea- 
boards. Potash is largely of German and French origin and is also, 
therefore, imported. Most of the phosphate rock comes from Flor- 
ida, although there are extensive deposits in Tennessee.! 

The bulk of the fertilizer product is used in the agricultural states 
east of the Mississippi River, and the consumption is heaviest in 
the southeastern states. Most mixing plants are therefore located 
along the Atlantic coast, or at least in the Atlantic seaboard states, 
convenient both to the market and to the principal sources of supply. 
The average haul of fertilizers and fertilizer materials is short. 


Specialization in American Industry and Agriculture 


This concludes our survey of the commodities that move in great 
volume upon the transportation routes of the United States. The 
essential traffic fact which study of the location of industries in 
this country reveals is that the production of many of the articles 
most transported is concentrated in restricted regions and that even 
when production is widespread there is concentration in output des- 
tined to a market. Sometimes this specialization is due to the chance 
occurrence of natural deposits, as in the case of iron ore or fertilizers, 
sometimes to climate, as with cotton and sugar, sometimes to a com- 
bination of soil, climate, and favoring topography, as in the case of 
grain. Whatever the cause, specialization leads to transportation and 
to the development of routes and services which should be further 
considered. 
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CHAPTER xX 


ROUTES CONNECTING PRODUCING AND CONSUMING 
TERRITORIES—THE GREAT LAKES 


Routes Connecting Producing Territories 


The more or less familiar facts reviewed in the preceding chapter 
enable us to make a beginning in tracing the flow of commodities 
from one point to another in the United States. This flow consists 
of a series of movements from specialized producing centers to mar- 
kets where commodities are consumed, along paths or channels 
which can be described and in a measure defined. 


Pipe-line Routes 


The simplest routes in use in the United States are probably those 
for the transportation of crude petroleum by pipe line. They are 
simple because trunk pipe lines are relatively few, only one commod- 
ity is handled, and shipments occur only in one direction. Since the 
importance of pipe-line transportation has already been recognized, 
it is not necessary to add at this point to the comments in Chapter I. 


Great Lakes Route 


The significance of the Great Lakes deserves, however, further 
elaboration. 

The Great Lakes route runs for most purposes from the head of 
Lake Superior at Fort William or Duluth to Buffalo on Lake Erie. 
Lake Michigan ports lie upon a branch of this route. Little traffic 
passes beyond Buffalo to Lake Ontario, and the St. Lawrence River 
cannot yet be classed as a major highway from the seacoast to the 
interior, although its importance is probably destined to increase. 

In order to understand the nature of the Great Lake traffic the 
reader’s attention is again directed to the maps showing the distribu- 
tion of coal, iron, and wheat, presented in the preceding chapter. 
The greatest iron deposits of the country lie at the head of Lake 
Superior. The greatest iron-using and the greatest coal-producing 
parts of the United States lie south and east of Lake Erie. The three 
lakes of Erie, Huron, and Superior provide an east-and-west con- 
nection which makes movements of coal and iron cheap between 
these points of origin and destination. Not only this, but since the 
grain fields in Canada and in the northern Mississippi Valley are 

IBS 
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the most important upon the American continent, the lakes supply a 
convenient road for grain to American and Canadian markets, while 
they also bring this product to the seaboard and facilitate its export. 
The principal return shipments over the Great Lakes route consist 
of the anthracite and bituminous coal of Pennsylvania. 


Canals at St. Mary’s Falls 


Representative statistics concerning Great Lakes freight move- 
ments are collected at St. Mary’s Falls, at the entrance to Lake 
Superior upon the east. At this point are two lock canals, one Amer- 
ican and one Canadian. These canals accommodate boats of eight- 
een and twenty feet draught with a maximum capacity of per- 
haps fifteen thousand tons (1923)* and they are operated free of tolls. 
All water-borne traffic passing between Lakes Superior and Huron 
must pass through one or the other of the two canals, and since the 
greater part of the Lakes traffic has origin or destination in Lake 
Superior, the canal statistics provide an unusually satisfactory pic- 
ture of the business of the Lakes as a whole. 

The table on following page presents the figures for the American 
and Canadian canals combined. 

In addition to freight tonnage, 53,776 passengers passed through 
the canals in 1924. The traffic through the American canal was 
g8 per cent of the total freight, 91 per cent of the total registered 
tonnage, and 36 per cent of the total number of passengers carried. 


1 The last detailed figures showing the size of vessels passing through the St. Mary’s 
Falls canals were published by army engineers in 1923 and are as follows: 
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United States, Annual Report of the Chief of Engineers, Commercial Statistics, 1924, 
p. 1150. 
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American Grain Shipments 


The most important lake shipping points for American grain in 
1923 were Duluth-Superior on Lake Superior, and Milwaukee, 
Chicago, and Calumet on Lake Michigan. 

Grain, and particularly wheat, moves from the Dakotas, Montana, 
and Minnesota to Duluth-Superior, and from Illinois, Iowa, and 


i United States, Annual Report of the Chief of Engineers, Commercial Statistics, 


1924. 
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portions of Missouri, Kansas, South Dakota, Minnesota, and Wis- 
consin, it moves to Chicago and Milwaukee. From these points, 
grain moving to North Atlantic ports of the United States goes chiefly 
to Buffalo for transshipment, although some is transshipped at Erie, 
Fairport, and other Lake Erie ports of the United States, and in 
addition a considerable amount goes to Georgian Bay ports. Of 
the latter, some eventually reaches the North Atlantic ports of the 
United States, while some goes by rail lines to Montreal, Quebec, St. 
John, and Halifax, and the remainder is distributed to interior points 
in both the United States and Canada. Most of the grain moving 
all-water to Montreal must pass through a transfer elevator at the 
foot of Lake Erie, although a small part goes through to Montreal in 
small vessels directly from the head of the Lakes. The principal 
point of transfer from the large Lake vessels to the small type capable 
of navigating the New Welland and St. Lawrence canals is Port 
Colborne. During recent years, however, the grain seeking this 
route has been greater than the Port Colborne elevator could handle, 
and considerable grain has been transferred from the large to the 
small carriers at Buffalo.t 

The movement of American grain out from the Mississippi Valley 
by rail to Atlantic and Gulf seaboard cities will be considered in 
Chapter XII. In discussing the Great Lakes traffic it should be 
made clear, however, that the greatest grain tonnage is from Cana- 
dian, not from American, points of origin. Indeed, the tonnage of 
wheat, the grain moving in largest volume, was in 1923 only 1,973,- 
ooo tons from Milwaukee, Chicago, Calumet, and Duluth combined, 
as against 8,876,000 tons from the Canadian lake ports of Fort Wil- 
liam and Fort Arthur. This is explained by the competition of the 
Gulf routes for the American production in Kansas, Nebraska, 
Oklahoma and Texas, and by the indirect character of the water 
routes from points in Illinois and Indiana. 


Movement of Canadian Crop 


The major portion of the Canadian crop moves east by way of the 
Great Lakes. Canadian wheat originates for the most part in the 
prairie provinces of Saskatchewan, Alberta, and Manitoba, all west 
of Lake Superior.” 


‘United States, War Department, etc., Transportation on the Great Lakes, sup. cit., 
p. 88, 
2 During the year 1923, 55.9 per cent of the wheat received at Fort William and 


Port Arthur originated in Saskatchewan, 36.9 per cent in Alberta, and 7.2 per cent in 
Manitoba, 
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The following map traces the movements of this grain as well as 
the disposition of grain produced in eastern Canada: 


MOVEMENT OF CANADIAN WHEAT Crop, 1922-1923? 


The words “Western pool” indicates the wheat crop to be disposed 
of during the crop year from September 1, 1922 to August 31, 1923, 
consisting of 376 bushels produced during the crop year 1922 plus 
a carry over of 13 million bushels. 

Not all of this grain was commercially disposed of. Of the 259.2 
million bushels marketed, by far the larger portion, namely 246 
millions, was either shipped to eastern Canadian markets (130.4 
million bushels), or was directly exported to Great Britain (117 mil- 
lion bushels). Out of this, 20.4 million bushels moved by rail; the 
balance, 229.2 million bushels,? reached Lake Superior at Fort Wil- 


5 <4 


liam or at Port Arthur, and proceeded through Lakes Superior and 
Huron to eastern points. 


Canadian Grain in the Eastern Provinces 


The map indicates in a general way, finally, the progress of 
Canadian grain in the Eastern provinces. One hundred and twenty 
million bushels went to American ports, of which the most important 
was Buffalo. One hundred and nine million bushels were received 
by Canadian ports, which means in general that the grain abandoned 
the Lake route somewhere upon the eastern shore of Lake Huron or 


1 Canada Year Book, 1924, p. 546. 

2The statistics of rail movement include shipments to the Ogilvie Flour Mills Co. 
at Fort William, for grinding. This grain is apparently included both as rail and 
(subsequently) as water freight; a process that accounts for a slight discrepancy be- 
tween the total eastward movement and the sum of the rail and water hauls. 
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Georgian Bay and continued its journey by rail. Whichever route, 
adopted, most of this Canadian wheat was either ultimately exported 
through American or Canadian harbors on the Atlantic seaboard or 
on the St. Lawrence River, or it was absorbed by local consumption 
in the eastern provinces. 

It is of some interest to observe that the total exports of wheat 
from Canada during the crop year of 1923 were 229.7 million bushels, 
out of perhaps 320 million bushels marketed in one way or another. 
The difference between this figure and the total of Canadian wheat 
exported is, of course, the result of the exportation of American grain 
through Canadian harbors.? 

Normally one would expect that Canadian grain would move 
through Canadian, and American grain through American, ports. 
As a matter of fact, 65 per cent of Canadian wheat exports move 
through New York, Baltimore, Boston, and Portland, while a sub- 
stantial proportion of the American wheat exports which make use 
of the Great Lakes leaves the United States by way of Montreal. 
The explanation is found in geographical and climatic conditions. 
Western grain can reach Montreal more cheaply than it can New 
York, while Canadian facilities for handling grain are superior. At 
New York the grain must be loaded into lighters, towed to the 
vessel’s side, and then elevated into the vessel by a floating elevator. 
At Montreal the grain can be discharged into transfer houses and 
spouted from there directly into the holds of vessels. 

These advantages attract heavy American shipments from lake 
terminals to Montreal. Canadian grain, however, matures several 
weeks later than the American; indeed, navigation on the St. 
Lawrence ceases while the Canadian crop is still moving. For ap- 
proximately two weeks after closing of the St. Lawrence—usually 
during the last week in October—Canadian grain continues to flow to 
Buffalo and Georgian Bay or lower Lake ports. The grain shipped 
to Georgian Bay ports and to Port Colborne then and earlier, and 
some of that sent to Montreal, is used for the supply of flour mills 
and grist mills in eastern Canada and for seed grain for the farmers 
of Ontario and Quebec, but the grain which reaches Buffalo and 
other United States Lake ports sooner or later proceeds to the 
Atlantic seaboard by rail. During the time of year when this part of 
the crop is moving the advantages of Canadian ports are minimized 
and New York is the export point most relied upon.? 


1 Canada Year Book, 1924, pp. 545-548. 
2 Canada, Report of the Royal Grain Inquiry Commission, 1925. 
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Iron-ore Shipments 


The ore shipments by way of the Great Lakes reach water after a 
rail haul which varies from 12 to 120 miles. The Marquette field in 
Michigan, which finds its outlet at Marquette on Lake Superior, is 
the nearest to deep water, and the Mesabi range is the most dis- 
tant. All the ranges empty upon Lake Superior except the Menom- 
inee, for which Escanaba on Lake Michigan is most convenient. In- 
cluding Escanaba, the shipments of iron ore from American ports on 
Lakes Superior and Michigan in 1923 were as follows: 


IRON ORE SHIPMENTS FROM THE PRINCIPAL AMERICAN LAKE PORTS, 1924 a 


Port Shipments in tons Average distance 
PURER sO UPETION. 05.04 oo wtawsleas 29,029,505 864 
PA EM sth Ma Minas, Aivapsso e. ne 5,395,593 843 
BATS [iL en Clemente ts Pn ge wR UA Ty cee ee 5,271,638 826 
Mie raUSETE ISB Y hu, 5 oo Sein acs Caunens Or Teast son 663 
Marquette Hathor: 2..5 56.5. 0...0005 Te LLOn702 660 
EER Gana Dilaera et ttins ook Red abs 6 ees 4,638,602 492 
EPOtalem- seen eee knee ess 46, 897,694 


Direction of Iron-ore Movements 


Passing out upon the Lakes the iron-ore cargoes proceed east, in 
specially designed freighters, through Lake Huron and the St. Clair 
and Detroit Rivers to American harbors on the south shore of Lake 
Erie, or in smaller volume they turn south through Lake Michigan to 
Calumet and Indiana Harbor at the extreme end of the Lake. 


Ore Receipts at Principal Lake Ports 
In 1924, the most important ore-receiving harbors and the incom- 
ing tonnage at each were those listed upon the following page: 


1 United States, Annual Report of the Chief of Engineers, Commercial Statistics, 
1924. 
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IRON ORE RECEIPTS AT IMPORTANT LAKE HARBORS, 1924 


Average distance 


Harbor Tonnage hauled (miles) 
Lake Erie 
Gonin eaters sh enh aceite etek ck tc 8,300,671 879 
Glevelandh ea. se eee i eae 7,414,981 758 
NSH t ab Ullaes pare aes See ee eee eee se WAS ON ODA. 838 
tik al Owe tr,.ot,o Meyers tae ne ae 4,045,128 884 
TAIT ee eo xe eer a gee 3,430,828 799 
BAIDOLE ess ae kta ace en eI 2,100,118 841 
els (oe eR CO Ee eek oe EN ea 1,256,524 694 
UR OT bee trea sera eet ee eect 825,923 wor 
POA NY: he) Sinn REO Ao oe a rNTs 640,367 779 
Lake Michigan 
KORN eG age aarti n race ee eres tp ae eae cron, 746 732 
Weve: Flarbior occ gece erecta. t, 774,817 761 
UGA tae eas where ee NR ca ee RS Ke i 50 


Final Destination of Lake Ore Shipments 


Ore arriving at Indiana Harbor and Calumet, as well as some of 
that reaching lake ports such as Lorain, Cleveland, Ashtabula, and 
Conneaut, is smelted locally, but much of the tonnage reaching ports 
on Lake Erie continues by rail to more distant furnaces at Pitts- 
burgh, Youngstown, and elsewhere. The map on page 197 indicates 
the market area for lake ores. 

During 1923, the largest flow of iron ore between any two points 
was that between Conneaut and Pittsburgh. The rail shipments 
from Ashtabula were greater than those from any other port, but 
they were more widely distributed than those from Conneaut. in 
1925, 205 blast furnaces, or 79 per cent of all the furnaces in the 
United States, were located in Michigan, Wisconsin, Illinois, Indiana, 
New York, Pennsylvania, and Ohio,! and these relied, in most cases, 
upon the Great Lakes for their supply of ore. 


Coal 


Westbound coal furnishes the chief return cargo for the ore barges 
operating to the lower lakes. Coal reaches Lake Ontario at Buffalo, 
Ashtabula, Fairport, Lorain, Sandusky, Toledo, and other ports on 
the American side, and proceeds through the Detroit River and Lake 
Huron, with some deliveries at local points, to destinations on Lake 
Superior, and, to a lesser extent, to harbors on Lake Michigan, In 


1 American Iron and Steel Institute, ““Annual Statistical Report,” 1926. 
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1924, out of 21,084,795 short tons shipped from Lake Erie ports, 
9,020,872 tons were taken by Duluth-Superior alone, and 5,992,897 
tons by the harbors of Chicago, Calumet, Indiana Harbor, and Mil- 


waukee. This coal is for the most part Pennsylvania bituminous, 
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Rau. DisTRIBUTION OF COAL FROM Upper Lake Ports’ 


although a good deal of anthracite is also shipped into Lake Michigan 
territory. 

The Northwestern market for Lake coal includes Wisconsin, 
Minnesota, Iowa, Michigan, the Dakotas, Montana, and some points 
even farther west, as well as a large strip of Canadian territory along 
the adjacent border. This territory requires coal for railroads, 


1United States, War Department, etc., Transportation on the Great Lakes, sup. ctt. 
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homes, iron and copper mines, and growing manufacturing indus- 
tries. After severe storms, which often delay and sometimes entirely 
interrupt rail traffic for days at a time, the docks are called upon 
to meet a sudden and extraordinary demand for coal from all quar- 
ters. If the coal supply for the Northwest were to come by rail 
from the points of production as required, very great difficulty would 
be experienced in supplying, from current production, the concen- 
trated demands that occur here during the periods when rail trans- 
portation, due to climatic conditions, is at its worst. 

A railway storage depot, such as the docks afford, has the flexibil- 
ity necessary to meet emergencies. As the business has increased, 
the docks have been called upon more and more to stock coal for 
consumers. This is particularly true in normal times in the case of 
railroad companies, whose coal occupies a considerable portion of the 
dock storage space. ‘They stock their coal early, but take it from 
the docks only as they require it.1 


New York Barge Canal and St. Lawrence River 


The New York Barge Canal and the Hudson River serve to some 
extent as an eastern extension of the Great Lakes route, and the 
St. Lawrence-Gulf Deep Waterway referred to in Chapter II will be, 
when completed, a still more effective portion of this highway. The 
experts for the International Joint Commission of 1921 expected that 
grain, some flour, iron ore for Atlantic seaboard furnaces, some lum- 
ber, sulphur, and automobiles, together, of course, with other prod- 
ucts in smaller quantities, would move eastward from Lake to 
river when the St. Lawrence River and the Welland Canal were 
dredged to a depth of twenty-five or thirty feet. Sugar, manganese, 
fruit, vegetable oils, rubber, and clay were mentioned as possible 
westbound quantity movements. ‘This is, however, only a prospect, 
as the actual movement by the St. Lawrence is small and consists 
mainly of grain. ‘The Barge Canal also is a carrier of grain, together 
with petroleum, sand, stone, gravel, and lumber. For most purposes, 
as has been said, the Great Lakes water route terminates at the east- 
ern end of Lake Erie, where it connects with the trunk-line railroads 
across Pennsylvania and New York. 


'United States War Department, etc., Transportation on the Great Lakes, sup. cit., 
peso: 
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CHAPTER I 
MAJOR RAILROAD ROUTES IN THE UNITED STATES 


Major Railroad Routes in the United States 


We may now proceed to a rapid characterization of the major 
railroad routes in the United States, indicating in each case the gen- 
eral location and direction of the route, the principal commodities 
handled, and the larger railroad systems involved. This chapter, 
like the preceding one, may profitably be studied in connection with 
the survey of the areas of production of selected commodities under- 
taken in Chapter IX. 

The traffic routes in the United States, excluding the Great Lakes 
and the Mississippi River, may be listed as follows: 


Trunk Line route, 

New York-Atlanta route, 
Chicago-Atlanta route, 
Mississippi Valley route, 
Western Grain route, 
Southwestern Gulf route, 
Northern Transcontinental route, 
Central Transcontinental route, 
Southern Transcontinental route, 
Pacific Coast route. 


OIND TCO SE ONO EOS Sl 
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These routes, with only one or two exceptions, connect areas of 
unlike economic interest. Thus routes 2 and 3 join together the cot- 
ton, lumber, and tobacco producing South with the manufacturing 
states of the Northeast. Route 1, with its extension, route 5, con- 
nects the Northeastern states with the grain fields of the Northwest. 
Routes 6, 7, and 8 terminate upon the east in the grain belt, and, 
together with route 9, they tap on their western end the petroleum 
and live-stock districts of the Southwest, and the mineral, live-stock, 
lumber, and fruit regions of the Rocky Mountains and the Pacific 
coast. Only in the extreme West is there no sharp contrast between 
the character of producing areas at the termini of a major route, 
and route Io is, accordingly, the least important of all those which 
are shown upon the map. 

Generally speaking, the nature of traffic over any route can be 
inferred from the industry of the territory which it serves. It is 
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desirable, however, not to rely upon inference alone, and the charac- 
teristics of the different routes will be discussed in this chapter in 
detail, 


| Trunk Line Route 5 Western Grain Route 
2 NewYork - Atlanta Route 6 Southwestern Gulf Route 
3 Chicago- Atlanta Route 7,8,9 Transcontinental Route 
4 Mississippi Valley Route 10 ~—- Pacific Coast Route 


Mayor RaiLroAp ROUTES IN THE UNITED STATES 


Route 1. Trunk Line 


The most important railroad route in the United States is that 
between the North Atlantic seaboard and the State of Illinois. This 
route passes from Chicago and St. Louis along the southern shore 
of the Great Lakes, benefiting by the easy grades and open character 
of the Great Lakes basin, crosses the Appalachians in Pennsylvania, 
Maryland, or New York, and reaches the Atlantic seaboard on a line 
which touches the port of Norfolk upon the south and the cities of 
New York and Boston upon the north. For some purposes the 
whole of New England may be considered as part of the eastern 
terminus of the Trunk Line route. The southern boundary of this 
route is the Chesapeake and Ohio Railroad, and its western boundary 
is the Mississippi. 

The larger railroads on the Trunk Line route, outside of New Eng- 
land, are the New York Central, the Pennsylvania, the Erie, the 
Baltimore and Ohio, the Wabash, and the Delaware, Lackawanna 
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and Western Railroads. New England territory is occupied for the 
most part by the New York, New Haven and Hartford, the Boston 
and Maine, the Maine Central, the Grand Trunk, and the New York 
Central. All of the first-named group of carriers, except the Wabash 
and the Delaware, Lackawanna and Western, have termini both at 
Chicago and at New York. Only the Pennsylvania and the Balti- 
more and Ohio, however, reach the Missouri River. 

The Trunk Line route originally owed its importance to the facil- 
ities for communication offered by the Great Lakes, the Ohio River, 


ay TRUNK LINES ROUTES 
— NewYork Central Chesapeake and Ohio 
a Pennsylvania ==== Grand Trunk 
Senedd Baltimore andOhio ~=-—-—-— NewYork New Haven, 
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TRUNK LINE ROUTE 


and later by the Erie Canal. We have already alluded in Chapter 
III to the conditions under which railroads entered this territory. 
The purpose of the railroads which built along the Trunk Line route 
in the “fifties was, in a large way, to share in the outbound grain trade 
of the northern Mississippi Valley, and at the same time to promote 
the movement of manufactured goods from the industrial centers 
of the north Atlantic coast to the farming communities of the West. 
Their success, the intensive use of the Lake waterways, the rich 
stores of coal and iron which have been exploited in Pennsylvania, 
and the extraordinary development of manufactures along the north- 
eastern seaboard of the United States have made the Trunk Line 
route the busiest avenue of traffic in the United States, as well as 
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one of the most important in the world. Indeed, the railroad carriers 
in the district transport more than half of the passengers and more 
than half of the tons of freight handled by the American railroad sys- 
tem as a whole. 

The principal commodities which move westbound over the Trunk 
Lines are manufactured goods and coal. Eastbound the most impor- 
tant articles are raw materials and food. 


Relation of New England to Trunk Line Route 


New England is located upon the northeastern rim of Trunk Line 
territory. ‘This busy manufacturing region imports large quantities 
of raw materials, coal, cotton, iron, and steel; it brings in and con- 
sumes foodstuffs, and it exports a great variety of manufactured 
products, many of them of a highly specialized sort. While some of 
the New England traffic, such as cotton and fruit, comes from the 
Southern states, and while a considerable volume of New England 
manufactures finds a market in the South, most of the trade of the 
New England states goes to swell the east and westbound traffic of 
the Trunk Line systems. Naturally the preponderance of traffic, in 
bulk, is eastbound. The following map shows the relation between 
loaded cars coming into and going out of New England during the 
calendar year of 1919. 

Such an extreme disproportion between east and westbound bus- 
iness makes it necessary to haul a great many empty cars west- 
bound, but there seems to be no way to prevent this empty car 
movement, short of changing the entire character of New England 
industry. 

On the west the Trunk Line route receives the grain traffic of 
Kansas, Illinois, Missouri, Nebraska, and the Dakotas, the wool and 
meat and live-stock of the Rocky Mountain states, the copper of 
Lake Superior, the fruit and sugar of California, and the lumber of 
the Pacific Northwest. The greater part of the export trade of the 
United States is conducted over the Trunk Line railroads. As will 
appear later, Western routes tend to focus in the territory occupied 
by the states of Illinois, Missouri, and Iowa, and the Trunk Lines 
are in an advantageous position to receive and carry forward such 
of the Western products as are not locally consumed in the northern 
Mississippi Valley states. In recent years, however, the competition 
of the railroads running south from Chicago and St. Louis to the 
Gulf of Mexico has been increasing, particularly as regards import 
and export traffic. 
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Route 2, New York, Atlanta, New Orleans 


Meeting the Trunk Line route upon the northeast but diverging 
promptly from it in a southwesterly direction is what may be called 
the New York, Atlanta, and New Orleans route. This route runs 
roughly parallel with the Appalachian Mountains, between the moun- 
tain barrier and the sea, through New Jersey, Pennsylvania, Mary- 
land, Virginia, North and South Carolina, and Georgia. 


Railroad Companies 


The largest railroads in this section are the Southern Railway, 
the Seaboard Air Line, and the Atlantic Coast Line. 


poms Southern Railway 
ae Atlantic Coast Line 
| Seabord Aim tine 
——— Pennsylvania Railroad 


New York-ATLANTA ROUTE 


Cities on the New York-Atlanta Route 

The cities along the New York-Atlanta route may be classified 
into three groups: First, seaports such as Norfolk, Wilmington, 
Charleston, Savannah, Brunswick, and Jacksonville, and second, a 
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series of towns at the head of navigation of rivers that empty into the 
Atlantic Ocean or the Gulf. Cities of this type include Richmond, 
Welden, Columbia, Augusta, and Macon. A third group includes 
cities along the upper edge of the Piedmont, such as Charlottes- 
ville, Lynchburg, Greensboro, Charlotte, Spartanburg, and Atlanta. 
Study of the map will show that the southern railways connect towns 
in these groups with one another and with the coast, while their 
location enables them to accommodate the current of traffic which 
flows northeast and southwest between the Southern and the North- 
eastern states. The northern terminus of Southern railways is 
Washington, D. C., where connection is made with the Pennsylvania 
and the Baltimore and Ohio Railroads, both characteristically North- 
ern lines. While all three of the routes as described end on the south 
in the state of Georgia, a natural extension takes them southwest 
across the states of Florida, Alabama, and Louisiana to the Gulf 
ports about the mouth of the Mississippi River. 

The topography of the New York-Atlanta route is favorable to 
railroad traffic in that there is no mountain range to cross. The 
railroads swing along a series of benches with no great rises or 
descents. ‘The principal natural obstacle is found in the necessity of 
traversing a multitude of east-and-west flowing streams, some of 
them of considerable magnitude.? 

Like the Trunk Line route, the southeastern route benefits by a 
sharp differentiation between the interests and resources of the 
population at either end. ‘The Southern states, as has been pointed 
out, form a region of specialized agriculture. On the other hand, the 
industrial activity of the Southern region is slight as compared with 
that of the states in the Northeast, so that manufactures of all 
sorts and coal move southbound over the New York-Atlanta route, 
while northbound the principal traffic consists of cotton, lumber, 
citrus fruits, and fresh vegetables. In both value and bulk the north- 
bound traffic predominates. 


Route 3, Chicago-Atlanta 


This route begins in the territory north of the Ohio River and 
stretches southeast, cutting the New York-Atlanta route at Atlanta, 
and continuing southeast to the Gulf and to the south Atlantic coast. 
Ower this route pour the grain and flour of the northern Mississippi 
Valley’ and the manufactures of Chicago, St. Louis, and the cities 
of Ohio, Indiana, and Illinois. Northbound the principal com- 


1 National Geographic Society, The Physiography of the United States, 1896. 
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modities are similar to those which leave the Southern states for the 
Atlantic seaboard. They include, that is to say, cotton, fruit, lum- 
ber, and fresh vegetables. The preponderance of traffic is south- 
bound. 

At one time railroads operating over the Chicago-Atlanta route 
engaged in vigorous competition with railroads upon the New 
York-Atlanta route. This competition was especially active subse- 
quent to the close of the Civil War and closely following the estab- 
lishment of transportation lines and through rates into the South. 
Corn from Chicago was actually carried at this time via Boston to 
Atlanta and Chattanooga, while eastern manufactures were not in- 
frequently brought west via Cincinnati and Louisville, or via Chicago 
and Cairo, for delivery to Southern destinations.1 

Agreement between carriers put an end to this form of circuitous 
competition. ‘here still remained a species of market competition 
between the routes east and west of the Allegheny Mountains, the 
one seeking to supply the Southern states with Eastern manufac- 
tures, and the other striving to promote the sale of manufactured 
products of the Middle West. Even to-day cities like Atlanta enjoy 
advantages by access to two competing sources of supply, although 
some of the rate discriminations which Atlanta and other cities 
similarly situated once enjoyed have been suppressed. 

Formerly the Southern railroads west of the Appalachian Moun- 
tains were sharply separated from those upon the east. ‘The devel- 
opment of great systems south of the Appalachians has tended to 
make the states of Alabama, Georgia, and Florida a common market 
and a common source of supply for both New York and Illinois, and 
to lead the Eastern and the Western railroad systems to interlace 
at their southern extremities. The northeast-southwest route re- 
mains, however, distinct from the northwest-southeast route. 


Railroads in the Southeast 


There are no railroad companies which handle traffic over their 
own rails all the way from Chicago to Atlanta and the Southeast. 
The nearest approach to this is the Illinois Central Line from Chi- 
cago to Birmingham. The Southern Railway, however, has a direct 
route from Cincinnati to Southern and Southeastern points, and the 
Louisville and Nashville not only operates between Cincinnati and 
Atlanta and between Louisville, St. Louis, and Birmingham, but, 
by virtue of its control of the Atlantic Coast Line, has a reliable 


1 Freight Bureau v. C. N. O. & T. P. R. Co. ef a/., 6 1. C. C. 195-256, 216 (1894). 
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connection with most points on the South Atlantic Seaboard. In 
most instances freight is carried between Chicago and the Ohio River 
by railroad companies which also serve the Trunk Line route. No 
attempt is made to indicate all the possible lines in this Northern 
territory, although a few of the important companies are shown 
upon the map. 


--—— Southern Railway ..-.---- Central of Georgia 
wees Louisville and Nashville Ilinois Central 
+++++1 Georgia Railroad -—x—x- Chicago Indianapolis, 
wee Atlantic Coast Line and Louisville 


==== Baltimore and Ohio Cleveland Cincinnati, 
Chicago and St.Louis © 


CHICAGO-ATLANTA ROUTE 


Route 4, Mississippi Valley 

The products of the northern Mississippi Valley not only press 
into the old South for local consumption, but they follow the river 
to Mobile and to New Orleans and pass through these cities on 
their way to foreign markets. ‘Tropical fruits such as bananas, as 
well as coffee, potash, guava, sugar, nitrates, and a great variety of 
other products from South and Central America enter the United 
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States at ports in Texas, Louisiana, and Alabama and travel north- 
ward to points beyond the Ohio and Missouri Rivers. There is good 
railroad service on perishable fruit northbound. The Illinois Cen- 
tral runs high-class freight trains from New Orleans to Chicago, 
a distance of more than 900 miles, in less than 80 hours. Vege- 
table and fruit trains from the Mississippi territory to Chicago are 
operated over a distance of 771 miles in less than 68 hours.t The 
competition between the Mississippi Valley route and the Trunk 
Line route is very keen, since many products destined to Illinois 
or neighboring states can enter or leave the country equally well 


by way of the north Atlantic seaboard or by way of the Gulf. 


Rail Carriers in the Mississippi Valley 


The Mississippi River itself is not largely used to-day as a trans- 
portation agency, although we have already seen that an attempt 


—— Illinois Central 

Chicago, Indianapais, 
and Louisville. 

----- Missour Pacific 

—-—-— Mobile,and Ohio 

-+-++++=+- Chicago,and Eastenn Illinois 

same: Louisville,and Nashville 

+++ Texas Pacific 

tee + Wabash 


MississipP1 VALLEY ROUTE 


is being made at this moment through the Warrior Service to revive 
what was once a large traffic. 

The chief rail carriers south of St. Louis and the Ohio River are 
the Missouri Pacific upon the western side of the river and the 
Illinois Central, Mobile and Ohio, and Louisville and Nashville 


1C, H. Markham, president Illinois Central R. R., in Traffic World, July 22, 1922, 
pp. 179-80, 
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upon the east. The territory between St. Louis, the Ohio River 
crossings, and Chicago is served by a number of railroads, including 
the Illinois Central, the Wabash, the Chicago and Eastern Illinois, 
the Chicago, Indianapolis, and Louisville, and others. 


Route 5, Western Grain 


West of the Mississippi River the general direction of traffic is 
east and west, and the principal lines of communication reach out 


ese Chicago, Burlington, —x—x— Chicago, Rock Island, 
and Quincy and Pacific 


------ Chicago, Milwaukee, ++++++++Minneapolis, St. Paul, 
and St.Paul and Sault St.Marie 


Chicago,and Northwestern 


WesTERN GRAIN RouTE 


toward the Pacific coast. Common parlance does not, however, 
speak of these lines of traffic as “transcontinental” until they have 
crossed the Missouri River, and, as a matter of fact, railroads even 
some distance west of the Missouri have important movements of 
freight and passengers to accommodate which are not usually asso- 
ciated with transcontinental business. Such, for instance, is the 
grain traffic of the North Central states and the live stock of the 
Southwest, It is true, at least, of the Northern trans-Mississippi 
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railroads, that they represent upon their eastern ends rather a 
western extension of the trunk lines than an eastern extension of 
the transcontinental properties. ‘The railroad lines serving the grain 
states of North Dakota, Kansas, Minnesota, Nebraska, South Da- 
kota, Iowa, and Missouri were referred to in Chapter IV as the 
“Granger railroads.” ‘The function of the Granger railroads is to 
collect grain at country elevators, and to transport it to primary 
markets, where it is cleaned, mixed, inspected, graded, and weighed. 
Subsequently, that portion of the crop that is not needed for local 
consumption passes out of the grain districts over connecting routes 
to more distant markets. 

The most important Granger lines are the Chicago and North- 
western, the Chicago, Milwaukee, and St. Paul, the Chicago, Burling- 
ton, and Quincy, the Chicago, Rock Island, and Pacific, and the 
Minneapolis, St. Paul, and Sault St. Marie. 

The largest portion of the Northwestern grain crop handled by 
these companies empties into the Trunk Line route or takes ad- 
vantage of the facilities for water transportation offered by the 
Great Lakes, the St. Lawrence River, and the Erie Canal. Some 
of it, however, passes south along the Mississippi Valley route for 
southern consumption or for export at Galveston or New Orleans. 


Route 6, Southwestern-Gulf 


Another route which transports a large amount of freight is the 
Southwestern-Gulf route. This route reaches from Missouri, Iowa, 
and Illinois, southwest and south across Missouri, Oklahoma, 
Arkansas, and Texas to the Gulf of Mexico. The country traversed 
is flat except for the Ozark Mountain range and its foothills, ex- 
tending from southern Missouri across Arkansas to the Red River 
valley on the southern boundary of Oklahoma. The railroads pass on 
either side of the Ozarks with an occasional bridge line across them. 
The important lines are based upon Kansas City and St. Louis, de- 
pending for their prosperity upon the markets which they enjoy 
in these cities and the connections there made with the larger 
traffic routes beyond. 

The largest railroad systems in the Southwest are the Missouri 
Pacific, the St. Louis and San Francisco, the Atchison, Topeka, and 
Santa Fé, and the Chicago, Rock Island, and Pacific. There are, 
however, a number of smaller companies in this district which in the 
aggregate are of considerable importance. Only two companies, the 
Santa Fé and the Rock Island, enter Chicago on their own rails. 
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Traffic of other lines destined for points east of Kansas City and 
St. Louis is served by Trunk Line carriers or by the Granger rail- 
roads. 


St.Louis -Southwestern 

St Louis,and San Francisce 
setts see eee eens Missouri, Kansas,and Texas 
wuauaniuonus Teinityand Brazos Valley 
—o—o— Kansas City Southern 


== === International,and Great Northern 

aaa Atchison, Topeka,and Santa Fe 

++a7+7-7  Chicago,Rock Island,and Pacific 

-—---- Missouri Pacific eT 


Kansas City, Mexico,and Orient 
Texas,and Pacific 


SOUTHWESTERN-GULF ROUTE 


Routes 7, 8, 9, Transcontinental 
The Trunk Line, Mississippi Valley, and the Chicago-Atlanta 
routes converge in the State of Illinois and in eastern Missouri. 


Here they meet the far- ranging transcontinental routes stretching 1 in 
narrowing lines from the Mississippi River to the Pacific Cade 
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The principal transcontinental routes which center in Illinois are 
three. One, made up mainly of the Chicago, Burlington, and Quincy, 
the Chicago, Milwaukee, and St. Paul, the Great Northern, and the 
Northern Pacific Railroads, runs northwest from Chicago to St. 
Paul, thence west between the fortieth and forty-eighth parallels 
of latitude to Portland and Seattle upon the north Pacific coast. 
This may be called the northern route. 


Chicago, Miwaukee, and St.Paul 
Great Northern 

Chicago, and Northwestern 
Chicago, Burlin§ton,and Quincy 
Chicago, Rock Island, and Pacific 
Union Pacific 

= Southern Pacific 

Denver, and RioGrande 
Northern Pacific 


Atchinson,TopekaandSantaFe “=== Texas and Pacific 
win El Paso,and Southwestern Western Pacific 


TRANSCONTINENTAL ROUTES 


The central transcontinental route goes nearly due west from 
Chicago to Omaha. From there it proceeds wa Denver and Salt 
Lake City to Sacramento and San Francisco Bay, with branches 
in western Colorado and Utah which reach diagonally northwest 
to Portland and southwest to Los Angeles. The principal railroads 
involved are the Chicago and Northwestern, the Chicago, Rock 
Island, and Pacific, and the Chicago, Burlington, and Quincy upon 
the eastern end, and the Union Pacific, the Denver and Rio Grande, 
the Central Pacific, and the Western Pacific in the center and west. 

A third transcontinental route opening out in Illinois is that of 
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the Atchison, Topeka, and Santa Fé Railway Company. This rail- 
road is, with the exception of the Chicago, Milwaukee, and St. Paul, 
the only carrier which connects Chicago with the Pacific coast over 
its own rails. Its lines run from Chicago to Kansas City, thence 
west to Colorado, and thence southwest into New Mexico. Since 
1909 the Santa Fé has operated also a more direct route from 
Kansas City southwest through Wichita and the Panhandle of Texas 
to a point upon its main line near Albuquerque, New Mexico. From 
Albuquerque the Santa Fé proceeds westerly through New Mexico 
and Arizona to California, where its tracks turn to the north and 
reach a terminus on San Francisco Bay. 

In addition to three transcontinental routes just mentioned, a 
fourth, the southern route, extends from the southern part of Cali- 
fornia through New Mexico, Arizona, and Texas, to a junction with 
the southern end of the Mississippi Valley and the New York, At- 
lanta and New Orleans routes, affording an indirect connection with 
Chicago, and a more direct one with the cities of the Atlantic sea- 
board. 

The principal carrier on this route is the Southern Pacific Com- 
pany, which operates a railroad from California points to New Or- 
leans, and a line of steamships from New Orleans to New York. 
The combined water and rail line is commonly known as the Sunset 
Route. 


Traffic of the Transcontinental Routes 


The transcontinental routes are very long, and they cross regions 
which differ widely from one another in climate, natural resources, 
and density of population. On their eastern end the transcontinental 
railroads do a considerable local business, multiplying their feed- 
ing lines and serving intensively a wealthy agricultural population. 
Further west, these railroads enter the range country, more arid in 
character and used chiefly for the pasturage of cattle and of sheep. 
Finally, upon the Pacific coast, the transcontinental railroads again 
find an agricultural community, which produces little grain but a 
vast amount of lumber and a great variety of fruits. 

The most important commodities which move westbound over 
the transcontinental routes are steel products, coal, cotton, automo- 
biles, and manufactured products. Eastbound the largest volume 
of shipments is of fresh fruits, canned goods, vegetables, and lumber. 

During the calendar year 1920 the heavy tonnage of carload prod- 
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ucts passing eastward through the Union Pacific terminal at Council 
Bluffs was as follows: 


Number of 


Article carloads 
MMC LCT Te Netra ET te ak ee: 35,891 
Apples and other fresh fruits................ 32,909 
CiGEiis MEMES 1 eal Poot. ih Be SMG naa aes, cee 9,176 
Ragu yee sear Maou Geaticmiulans aut tye webinee.e 5,098 
VEEL wD eG apc ale Antiees eait nie ate cieyncd omen ct' 4,210 
Ur REL Ol win Cheat aed Meteo tows a ear 6 4,148 
lal ae ach omer one tome et steiex gahersicaniach oes 2,472 
NOS TSEC: NID ante On one 8 Reo rier T6265 
Hope saaintl POUL Y. nene area cede x cree Meat ore te 218 


The great bulk of fruit shipments out of California goes by way 
of Ogden, because of the necessity for speed, the greater ease of 
diversion, and the cooler climate. Early in the season, however, a 
large part of the citrus fruit originating south of Fresno goes through 
FE] Paso in order to avoid the cold weather of the Northern states. 
Live-stock prefers the central rail lines because of the greater speed 
and absence of transshipment. Coal, grain in bulk, and oil prefer the 
Ogden to the Sunset route because the Sunset route requires the 
carrier to transfer from rail to boat at Galveston or New Orleans, 
and from boat to rail or warehouse at New York. Earthenware is 
fragile and cannot stand rehandling, therefore little of it goes over 
the Southern lines. Emigrant movables follow the emigrant. 

The commodities moving in largest volume via E] Paso are dried 
fruits, dried vegetables, lumber, canned goods, sugar, and infusorial 
earth. The routing of canned goods is affected by climatic condi- 
tions, as during the winter season shippers prefer to use the Southern 
‘route. Most of the dried vegetables are beans, and the bulk of the 
dried beans moves to points in Louisiana and Texas, the natural out- 
let for which is El Paso. During 1921, 26 per cent of all the sugar 
moving over the Southern Pacific system went east via El Paso 
and 74 per cent via Ogden. The Ogden sugar originated in northern 
California and was destined to points in Missouri River, Chicago 
and Northwest territories; the 26 per cent which traveled through 
El Paso was in large part beet sugar, produced in southern Califor- 
nia, and destined to points in Texas in competition with cane sugar 
from Louisiana. The natural outlet and the most reasonable route 
for the southern California sugar, as also for such northern Califor- 


1In the Matter of Consolidation of the Railway Properties of the United States 
into a Limited Number of Systems, 63 I. C. C. 455, 560, 1921. 
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nia sugar as moved to Texas, was through El Paso. Most of 
the infusorial earth produced in the State of California is produced 
at Lompoc in the southern part of the state, and is consumed by 
the sugar refineries in Texas, Louisiana, Cuba, and along the At- 
lantic seaboard. Here again a natural route is via El] Paso. Dried 
fruit, including raisins, on the other hand, and lumber are strongly 
competitive as between the central and southern routes. 

A comparison of tonnage eastbound with the tonnage westbound 
and of tonnage via the El Paso, Ogden and Portland gateways yields 
the following results: 


PERIOD MARCH TO NOVEMBER, I920 
Westbound Eastbound 


Gateway (Tons) (Tons) 
agile asogess toms cite ee ee re 802,226 I ,046, 733 
) SGVaR Ox Fo eae seere eaten als Meare ohS ORS ot cece tee 107605495 1,616, 861 
evas Rortlaridusn twee eee Aare Sree eee G7 172 EAC GST 


25,449,793 3,413,151 


The preponderance of transcontinental trafic is shown by the 
preceding figures to be eastbound, a fact to be expected in view of 
the large volume of manufactured goods moving west. 


Route 10, Pacific Coast 


There is continuous rail connection north and south along the 
Pacific coast from Puget Sound in the north to San Diego in the 
south. ‘The nearness of the ocean causes competition between rail 
and water carriers to be very keen upon this route. Indeed, the 
rail rate from San Francisco to Los Angeles is less than that to many 
intermediate points in the San Joaquin Valley, because of the de- 
pressing effect of water service upon the rates for through service 
between points connected by water lines. Some freight, neverthe- 
less, moves all rail between northern and southern California cities, 
and between central and southern California, taken as a whole, and 
the States of Washington and Oregon. 

This list of railroad routes is not, of course, a complete enumera-_ 
tion of the paths followed by the traffic of the United States, omitting 
as it does the many minor routes contained within the larger ones, 
although these minor routes are frequently clearly marked and 
carry a considerable burden of traffic. It will serve, however, to 
indicate the major flows of traffic, and will show the railroad groups 
over which these flows take place. 
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We may now consider in more detail the movements of certain 
of the commodities referred to in this and in earlier chapters. 


REFERENCES 


Haney, Lewis H., The Business of Railway Transportation. New York, Ronald, 
1924. 

Johnson, Emory R., and Van Metre, Thurman W., Principles of Railroad Trans- 
portation. New York, Appleton, 1916. 

Kieffer, Walter H., and Staff, Trafic Geography. Chicago, La Salle Extension 
University, 1927. 

McPherson, Logan G., Railroad Freight Rates in Relation to the Trade and 
Industry of the United States. New York, Holt, 1909. 

Miller, Sidney L., Railway Transportation. Chicago and New York, A. W. 
Shaw Company, 1924. 

National Geographic Society, The Physiography of the United States; Ten Mono- 
graphs. New York, American Book Company, 1896. 

Poors. New York, Poor’s Publishing Company, 1925.—A continuation of 
Poor’s and Moody’s Manual. 

Spearman, Frank Hamilton, The Strategy of Great Railroads. New York, 
Scribners’, 1906. 

The Traffic Library, Traffic Geography. Chicago, The American Commerce 
Association, 1915. 

Sakolski, A. M., American Railroad Economics, Chap. II]. New York, Mac- 
millan, 1913. 

United States, Interstate Commerce Commission, “Consolidation of Railroads,” 63 
PG Ce Asicsing2 1, 

United States Tariff Commission, Preferential Transportation Rates and their Re- 
lation to Import and Export Traffic of the United States, Washington, Govern- 
ment Printing Office, 1922. 


CHAPTER. 211 


COMMODITY MOVEMENTS—GRAIN 


Commodity Movements 


If we take the routes described in the previous chapter and add 
to them the Great Lakes, the Mississippi River, and the system 
of pipe lines engaged in the transportation of petroleum, we shall 
have a reasonably comprehensive idea of the principal highways 
over which goods move from their localized sources of production 
in the United States to their widely distributed and often distant 
markets. 

This general view should now be supplemented by further examina- 
tion of a few commodities. 


Grain 


The reader is referred to Chapter X for a partial discussion of 
the movement of grain with special reference to the Great Lakes 
and to the handling of the Canadian harvest. The following pages 
consider more particularly the directions of movement of this com- 
modity within the United States. 


Concentration of Grain at Country Elevators 


The first step in the transportation of grain is its carriage from 
the farm to the country elevator close to railroad tracks. This haul 
is accomplished by horse and wagon or by auto truck. The country 
elevator stores the grain which it receives for subsequent rail ship- 
ments, and frequently cleans, mixes, and drys it in order to improve 
its grade. 


Shipments of Grain from Country Elevator to Primary Market 


About 70 per cent of the grain reported by country elevators and 
warehouses is shipped to large terminal markets. A smaller pro- 
portion (7 per cent) is forwarded to smaller centers, and the balance - 
is sold to mills, feeders, interior brokers, retailers, etc. The primary 
terminal markets for wheat, which is the most important grain from 
the point of view of transportation, are Minneapolis, Chicago, Duluth, 
Kansas City, Omaha, Milwaukee, St. Louis, Peoria, Indianapolis, 
and Cincinnati. 

Generally speaking, the current of grain movement is from west 
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to east, with a certain amount of southern and southeastern flow, 
but with comparatively little western, northern or southwestern 
movement. 


MILLING CENTERS 
THB SHADED PORTIONS INDICATE THE PRINCIPAL 
MHEAT PRODUCING SECTIONS IN THE UNITED STATES. 
“DOTS SHOW THE LOCATION OP WHEAT FLOUR-MILLINO CENTERS iva 
CAPACITY OF 1000 BBLS. PER DAY, OR MORE. 


@ were than 25,000 Bole. per day. 
© Frow 2,000 to 25,000 Bbls. per day. 
© Over 1,000 and under 2,000 Bole. per day. 


MILLING CENTERS’ 


Source of Grain Received at Primary Markets 


The most complete statistics regarding the sources of grain re- 
ceived at primary markets are those compiled by the Federal Trade 
Commission for the five crop years 1912-13 to 1916-17. According 
to this statement, Chicago obtains the bulk of its grain from Illhi- 
nois (52 per cent) and Iowa (31% per cent). It also obtains a 
little from Minnesota and South Dakota to the northwest, but prac- 
tically none from Ohio, Michigan, or Indiana to the east or from 
Missouri to the south. Minneapolis receipts are chiefly from Minne- 
sota (36 per cent) and the Dakotas (57 per cent), and a smaller 
proportion from Montana, all to the westward of this market. Prac- 
tically all Duluth receipts are from the same area. Neither mar- 
ket receives much of anything from Wisconsin, Illinois, Iowa, or 
Nebraska. Kansas City obtains more than half its grain from 
Kansas to the west and more than one-fourth from Nebraska to 
the northwest. Less than 4 per cent is derived from Missouri and 
practically nothing from Illinois, on the east. Kansas City also ob- 
tains a substantial proportion from Iowa (6/2 per cent), to the 


1 Bureau of Railway Economics, “Commodity prices in their relation to transporta- 
tion costs.” Bulletin No. 7, February, 1925. 
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north, but much less from Oklahoma, on the south. St. Louis ob- 
tains above 40 per cent of its grain from Illinois points lying north 
and east. To what extent this movement is from the east rather 
than the north is difficult to determine. In so far as the movement 
is westward, it is exceptional. St. Louis also receives about 20 per 
cent from Missouri, 26 per cent from Iowa, and a substantial amount 
from Nebraska (6% per cent). 

Milwaukee obtains practically nothing from the south or east 
(Illinois, Indiana, or Michigan), securing the great bulk of its re- 
ceipts from Wisconsin and the states west—i.e., Minnesota, lowa, 
and South Dakota. Omaha, like St. Louis, is exceptional in ob- 
taining heavy receipts from Iowa (22% per cent) directly to the 
east. It procures practically nothing, however, from either Mis- 
souri to the southeast or Kansas to the south, the balance of its 
grain being obtained chiefly from Nebraska (63 per cent). About 
13 per cent, however, is derived from South Dakota, to the north- 
west. Peoria supplies are obtained almost exclusively from Illinois 
and Iowa, and those of Indianapolis from Indiana and Illinois. Cin- 
cinnati draws some grain from its own state, but obtains much more 
from Indiana and from IIlinois.1 

It will be noted that the largest six primary wheat markets and 
milling centers, with the exception of Buffalo, are located within 
or immediately adjacent to the areas of largest wheat production. 
These markets are also important terminals of grain-carrying trunk- 
line railroads. Chicago, Duluth, and Milwaukee occupy water ship- 
ping positions on the Great Lakes, while Kansas City and St. Louis 
have potential facilities for shipping by river. 


Functions of Primary Markets—Reshipment to Secondary 

Markets 

At primary markets grain is inspected, graded, cleaned, mixed and 
conditioned, and stored in terminal elevators. From these elevators 
much grain is withdrawn for local consumption, including milling. 

There is little movement from one primary market to another, 
but grain proceeds from concentrating points in the grain-producing 
districts toward centers of consumption in the South and East. © 
Seven-eighths of the wheat produced in the United States is milled 
and consumed within its borders; one-eighth is exported. The 
grain intended for domestic consumption falls into the channels in- 


1 United States Federal Trade Commission, Report on the grain trade, vol. i, p. 133; 
1920, 
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dicated in the previous chapter, with the result that the surplus of 
the Mississippi Valley distributes itself in the noncereal-growing 
commonwealths south and east of Indiana and Illinois. This move- 
ment is facilitated by the development of secondary markets which 
provide facilities for local distribution or spring up where a break 
in transportation occurs, as at Buffalo or at points upon the Ohio 
River. 


Rate Competition Among Markets, Outbound 


Whether grain moves through one primary market or another 
is partly determined by the presence or absence of local demand, 
and partly by the relative cost and efficiency of storage and handling 
facilities at different places. 

Nor should it be overlooked that grain rates in the Northwest are 
delicately balanced between the larger cities to effect a distribution 
of business which both towns and competing railroads accept as 
preferable to open warfare, and that this rate adjustment has a 
powerful influence upon the flow of traffic! Thus the rail-Lake- 
and-rail rate from Minneapolis to New York via Duluth is six and 
one-half cents more than the Lake-and-rail rate from Duluth to 
New York. The rate from Minneapolis via Chicago to the East 
bears a definite relation to the rate on the Minneapolis-Duluth- 
New York route, so that traffic may move freely either way.? 
The rate from St. Louis to the East is a fixed number of cents over 
that from Chicago, and that from Kansas City is a fixed number 
of cents over the rate from St. Louis.2 The rate from Omaha is 
generally the same as that from Kansas City to Eastern points north 
of the Ohio River,* although higher from Omaha when shipments 
are made to Memphis, New Orleans, Galveston, or Carolina terri- 
tory. Towns upon the Mississippi River between St. Louis and 
Dubuque take the St. Louis rate and those on the Missouri River 
between Kansas City and Omaha take the Kansas City rate. 


Inbound Gathering Rate 
These are outbound rates. The price which the primary market 
can afford to pay for country grain depends, also, upon the rate 


1 Proportional Grain Rates from Minnesota and Wisconsin to Eastern Destinations, 


Goa Ge Cr OGn Omang a2): 
2 Rates on Grain and Grain Products, from Northwestern Points, 56 I. C. C. 133, 


14! (1919). fae 
3 Southern Illinois Millers Association v. L. & N. R. R. Co. e¢ a/., 23 I. C. C. 672 


(1912). 
4 Kansas City Transportation Bureau v. A. T. & S. F. Ry. Co. et a/., 16 1. C. C. 195 


(1909); Atchison Board of Trade v. A. T. & S. F. Ry. Co., 80 I. C. C. 350, 354 (1923). 
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from the country elevator to the primary market, as well as upon 
the rate from that market to points east and south. It appears, 
for instance, that the inbound rate to Milwaukee is the same as 
that to Chicago from a considerable territory of origin. Omaha 
and Kansas City compete in the purchase of grain as far south as 
the two northern tiers of counties in the State of Kansas. The rates 
into Des Moines, Sioux City, and Sioux Falls have much to do with 
the ability of these towns to compete with one another and with 
Omaha.1_ Independence, Missouri, and Kansas City are rivals.’ 
Cairo, Illinois, competes with St. Louis and Memphis in 
the purchase of grain in Illinois, Iowa, Nebraska, and Missouri, 
and in the sale of grain in the Southeastern and Mississippi Valley 
territories, and in Arkansas and Louisiana.? These are more or 
less chance illustrations, showing the relations of rivalry between 
different grain shipping and buying centers, and suggesting the im- 
portance of railroad rate adjustments in determining the flow of 
wheat. 


Transit Privileges 


Transit privileges on grain permit the stopping of a shipment 
at a transit point to undergo commercial processes such as grading, 
mixing, and drying. A “milling-in-transit privilege” allows grain 
to be unloaded, milled into flour, and then reshipped. Shipments 
which take advantage of these privileges are charged local rates 
into the transit points, but when reshipped they are forwarded to 
ultimate destination at the balance of the through rate, so that the 
total freight rate upon wheat milled in transit is no more than 
the carrier would have collected had the consignment moved with- 
out interruption from point of origin to final stopping-place. When 
privileges of this kind are in force the adjustment of rates into 
and out of particular markets becomes of less importance and the 
number of centers which may compete in the intermediate handling 
of grain becomes greatly enlarged. 


Export Grain Movements 
The movement of grain for export proceeds generally from primary 


markets either east or south. 


1 South Dakota R. R. Commissioners v. Director General, 73 I. C. C. 347 (1922). 
* Waggoner & Gates Milling Co. v. Director General, 69 I. C. C. 83 (1922). 
3 Cairo Board of Trade v. A. T. & S, F. Ry. Co., 61 I. C. C. 219 (1921). 
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With respect to the actual distribution, the United States De- 
partment of Commerce describes the situation as follows: 


“The Gulf ports draw most of their wheat for export from 
Texas, Oklahoma, Colorado, and Kansas, and from southern 


Missouri and southern Illinois. The western sections of the 
first four states ship through the port of Galveston, while the 
eastern sections, southern Missouri, and southern Illinois ship 
through New Orleans. Missouri River points are also generally 
tributary to the Gulf rather than any other seaboard. The 
North Atlantic ports of the United States draw most of their 


THE FLow oF GRAIN TO THE SEABOARD 
wheat for export from the great wheat-producing region north 
of Kansas, and also the section east of the Mississippi and north 
of the Ohio Rivers. These ports also compete with the Guif 
ports for traffic from the Central Western section and the Mis- 
souri River territory. The eastern Canadian ports of Halifax, 
St. John, and primarily Montreal, draw wheat from these North 
Central States and also from the great wheat fields of Canada, 
which are located in Manitoba, Saskatchewan, and Alberta. In 
reality the American and Canadian movements should be con- 
sidered as one unit because American ports handle large quanti- 
ties of Canadian grain and, on the other hand, Canadian ports 
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handle large quantities of American grain. ‘The routes to the 
ports of both countries are strongly competitive. 

“The Pacific coast ports of Portland and Seattle draw wheat 
for export from the wheat-producing states in the Northwest— 
namely, Oregon, Washington, Idaho, and Montana—while Van- 
couver also handles some grain from western Canada. San 
Francisco does not figure as an important port in the export 
grain trade and is unable to draw much wheat from the North- 
west. 

“It is not to be assumed that these routes are definite and 
fixed. As a matter of fact, there is constant shifting, but the 
general movement is as stated. Car shortages, the availability 
of inland water transportation, or the conditions of ocean trans- 
portation occasionally enable one seaboard to draw from the 
territory which is generally tributary to another. In 1920 and 
1921, for instance, some wheat from the Pacific Northwest was 
shipped to Gulf ports for export because of the abnormally high 
ocean rates prevailing at the Pacific ports at that time.” ! 


Threefold Character of Competition on Grain Shipments 

We have in the case of grain a threefold competition: first, be- 
tween parallel railroad lines; second, between rail and water services; 
third, between routes to Atlantic ports, whether Lake or rail, and 
routes to Gulf ports, whether river or rail. Nor is, of course, the 
rivalry limited to the carriers themselves, but it extends to numer- 
ous cities on one or the other of possible grain routes which are 
anxious to participate in the work of grain distribution. 


Relative Railroad Rates to Seaboard Cities 


The following table shows how closely related are the rail rates 
on wheat from a point like Chicago to New York with rates from 
the same point of origin to other possible export destinations. 

The basic rate set forth in this table is the rail rate from Chicago 
to New York. The inland rate to New Orleans all-rail is the same 
as that to New York, while the rate to Philadelphia is one cent and ~ 
that to Baltimore one and one-half cents less than the New York 
rate. 


1 United States Department of Commerce, Trade Information Bulletin No. 215, 
“Transportation in relation to the export trade in agricultural products,” by Roland 
M. Kramer, 1924, p. 3. 
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TRANSPORTATION CHARGES ON WHEAT FROM CHICAGO TO LIVERPOOL AS OF 
JULY 15, 1923 


(Rates in cents per 100 pounds) 


Insur- 
Routes Inland Fobbing ance* Ocean t Total 

Via New York: 

PUTER AM hte or ty Ora Rota Aas 3.0 0.4 GO BPO) 

ake and rail... 5... 21467. 250 ah 70 B2807, 

Lake and canal... ids. 18.5 Anis a 7.0 BORA 
Via Philadelphia: 

iW eile Poa ophtenmeae Aas ahs 4 0) 31.4 

Lake and rail via Buffalo 21.17 Ay 4 7aO 31.07 

Lake and rail via Toledo 19.5 205 4 Tao 29.4 
Via Baltimore: 

PAEtatl rary eee oe co BIS A GfA) 30.9 

Lake and rail via Buffalo 21.17 2.5 4 7.o 31,07 

Lake and rail sta Toledo 19.5 Pals <A) FO 29.4 
Via New Orleans: 

Nisei so nee oa lace Dphols 3.0 Sif 14.0 40.2 

Rail and water........ 18.9 380 a7 14.0 36.6 
Via Montreal: 

MISES. run 6atwoaor 11.85 Geos 55 AD ols 200% 

akerancdyrallemer jeer 2Oncd. ees a5 1 35.09 


* The value of wheat on which marine insurance is based was $1.18 per bushel. 
+ Rates are quoted in sterling, which is converted at $4.60. 


Origin of Seaboard Differentials 
The relationship between the New York, Philadelphia, and Balti- 


more rates on grain has its origin as far back as the seventh and 
eighth decades of the nineteenth century, when the New York 
Central Railroad, identified with New York City, the Pennsylvania 
Railroad, identified with Philadelphia, and the Baltimore and Ohio 
Railroad, representing Baltimore, as well as other railroads in trunk- 
line territory, established rates to Atlantic seaboard cities designed 
to distribute eastbound business among the various towns upon the 
seaboard, and thus indirectly among the great railroad systems which 
served these towns. 

In 1881 grain is said to have constituted 73 per cent of the total 
tonnage carried by the trunk lines to the principal Atlantic ports.? 


Differential Rates 
The existing differentials on grain and grain products are as 
follows: 


1 The New York Harbor Case, 47 I. C. C. 643, 682 (1917). 
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COMMODITY RATES ON GRAIN AND GRAIN PRODUCTS 


Boston two cents over New York 
Domesticnsenaent Philadelphia two cents under New York 
Baltimore three cents under New York 


Boston same as New York 
Export grain...... New York one and one-half cents over Baltimore 
Philadelphia one-half cent over Baltimore 


Boston same as New York 
Philadelphia two cents under New York 
Baltimore three cents under New York 


Export grain prod- 
ucts, except flour 


Boston same as New York 
Report flour, «22. ; Philadelphia one cent under New York 
Baltimore two cents under New York 


By domestic business is meant traffic consigned to a railroad for 
local consumption; by export business, traffic forwarded to the sea- 
board for transshipment to a foreign destination. The Interstate 
Commerce Commission has approved export differentials in prin- 
ciple, although it expressed the opinion in 1925 that, in the case of 
grain and grain products shipped from points west of the Mississipp1, 
the export rate should be the same whether the consignment was 
forwarded through New York, Philadelphia, Baltimore, or Boston, 
on the ground that mileage differences might be neglected in hauls 
of such length. 

It may be added that export differentials are employed in con- 
nection with other commodities than eastbound grain. This, how- 
ever, is another story. 


Lake and Rail Differentials 


In addition to the port differentials described in the preceding 
paragraph, there are established differences between all-rail rates 
and rates on shipments which make partial use of Lake or canal 
transportation between the Middle West and the Atlantic seaboard. 
Generally speaking, all-railroad rates are higher than rail-and-Lake 
or rail-and-canal rates, because the cost of rendering the service- 
over mixed routes is less and the quality of the service inferior. A 


‘Maritime Association of Boston Chamber of Commerce v. Ann Arbor R. R. Co., 
95 1. C. C. 539, 569 (1925). The same decision criticized the practice of applying a 
modified system of differentials on grain reaching Buffalo by Lake and thence pro- 
ceeding to New York, Philadelphia and Baltimore by rail. Rates are now accordingly 
the same from Buffalo to the ports mentioned upon ex-Lake grain. 
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similar difference in rates exists between what are known as stand- 
ard and substandard or differential rail routes. Differential rail 
routes are combinations of carriers which offer service between the 
Atlantic seaboard and the Middle West which is slower, or more 
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circuitous than, or otherwise inferior to standard services. In order 
to enable such routes to obtain a share of the business offering they 
are permitted by other carriers to charge a lower than the standard 
rate. The difference between standard and differential rates is as 
much as eight cents first class from Chicago to New York, with 
lesser amounts for lower classes. 


1 United States Department of Commerce, Transportation in Relation to the Export 
Trade in Agricultural Products, sup. cit. 
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Relative Grain Rates to New Orleans and to North Atlantic 
Seaboard Cities 


The third type of competition which is important in the case 
of grain is that between routes from the Middle West to north At- 
lantic ports, and routes from the Middle West to Gulf ports. The 
wheat rate from Chicago to New Orleans is the same as the rate 
from Chicago to New York. The relationship which exists between 
other cigies is indicated by the diagram on page 229. 

During the early years of the grain trade little grain reached the 
Gulf except that floated down the Mississippi for local consumption 
in the Southern states. As the grain-producing areas moved west 
and southwest, however, and as the rail service in the southern 
Mississippi Valley became more efficient, a good deal of export 
grain and flour began to move to Southern ports for transshipment. 

The table already printed on page 227 indicates the relative ex- 
pense of shipping wheat from Chicago to Liverpool by the Atlantic 
seaboard and by the Gulf, taking into account not only rail rates 
in the United States but also insurance and ocean charges. 

The following table presents similar information for flour, not only 


from Chicago but also from Minneapolis, Kansas City, St. Louis 
and Buffalo: 


TRANSPORTATION CHARGES ON FLOUR FROM CERTAIN INLAND SHIPPING POINTS 
TO DESIGNATED FOREIGN PORTS, AS OF JULY I5, 1923 


(In cents per 100 pounds) 


Liverpool Rotterdam 
Routes In-  Insur- To- In-  Insur- To- 
land ance* Ocean _ tal land ance* Ocean _ tal 
Via New York from— 
Giiica co mesrieer earn: pais ata Teo) 940.3 23.5 D2 7 15.0) @AO.7 
Minneapolis........... BOG le Teo) eens 36.5 220 Sion ena 
INansas Citys. sa... .- 41.0 1.8 5.0 57.8 41.0 22 SOM Ie hee 
St WOuish eu sseeo ean i27e5: aS TON.  4Aa a As 22 kG Om aday 
BUN Ooi oe RB AM Ac 16.0 1.8 T5O —32.6 16.0 DN USO ahh te) 
Via New Orleans from— 
Ciiedooniesetie nuts. 23K D2) OO N Aci 2815 27. 1910.) edge 
Minmen polis... Jone ye sks) 62 35.0 Anh Soon ony) 
Keamsasn itive nee ee ROnGy Dee 20:0, 52.7 30.5 27° 1910" Sana 
DS teplbOuisy earcc sweetie ant Se ew ke) 20 Omedcey 23.5 2:7) “19:08 AG 
ViaPortlandf fromSpokane 27.0 1.7 43.0 71.7 27 Olean, 643 Omelet 


* The value of export flour was estimated at $5.50 per barrel. 

t Inland charges includes 30 cents per ton wharfage and 35 cents per ton for load- 
ing from cars on European shipments. 

According to this tabulation the Atlantic seaboard route is cheaper 
from Chicago, Minneapolis, St, Louis, and Buffalo, but the Gulf 
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2) 
route is less expensive from Kansas City. From points south and 


southwest of Kansas City the advantage of New Orleans is, of 
course, increased, 


Receipts of Grain at Seaboard Cities 


The grain receipts at the principal seaboard cities in 1925 were 
as follows: 


GRAIN RECEIVED AT SIX ATLANTIC SEABOARD PORTS 
CALENDAR YEAR 1925 ! 


Ports 1,000 bushels 
Meira Ot etie. ag Marois maimeron saa cei oeatens 189,162 
EOSCOM es a ied as coe rink Rue phe cae TenOne 
FUME aiken cane UA Genk 4 kee wake fein 5a O38 
eer Che ee eA omc aay Chae celeste pater oa RE SG? 
UN esrua(Oor ein Giar ae seer eas ic ueee Males Otte ak iti OMe he 32,039 
LVR eRe Ale vue iene a aeiesie re oearee at dh Seca 179,959 

ORO tal pcny aer tthe: eee ae eee ae ete 504,556 


Out of a total of 504,556,000 bushels, 238,631,000 bushels were 
wheat, and 107,404,000 bushels represented flour and meal. 

These figures include both grain received for local consumption 
and grain received for export, and so they do not indicate exactly 
the relative volume of foreign trade in grain conducted by the chief 
seaboard cities. They do, however, show the volume of grain traf- 
fic upon the trunk line and Mississippi Valley routes, respectively, 
and the distribution of the traffic among the various ports. 
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COMMODITY MOVEMENTS—LIVE STOCK AND FRUIT 


Live Stock 


Live stock resembles grain in that the largest production is that in 
the northern and north central Mississippi Valley, and also in that 
there is a double or triple transportation movement involved. 


Sale to Local Butchers 


In New England, in the South, and in the Northwestern states 
of Oregon, Washington, and Nevada, a relatively large proportion 
of the product is sold to local butchers for the retail market trade. 
Live stock so disposed of does not enter into transportation either 
as animal or as product. 

In the corn belt and range states, on the contrary, the propor- 
tion sold to local butchers is very small. ‘These communities pro- 
duce a surplus and are exporters rather than importers and 
consumers. Instead of selling to local butchers, farmers and stock- 
men consign their animals to commission men or dealers at the 
live-stock markets, or to cooperative associations, or they may sell 
at local shipping points to agents of the packers, who themselves 
undertake shipment to the primary markets. 


Feeder Cattle and Sheep 


Cattle and sheep from Arizona, New Mexico, and in lesser degree 
from Utah, Colorado, and some other Western and Southern states, 
are known as feeders. That is to say, a proportion of the shipments 
from Arizona, to take the most notable example, which may run as 
high as 56 per cent, are shipped by way of some live-stock market 
into the corn states for a period of feeding, after which they are 
returned to live-stock centers for slaughtering. This movement is 
less important in other states because the local food supply available 
for live stock is greater. 

It follows that live-stock transportation in the United States in- 
volves first, a local gathering movement, then a concentration move- 
ment to packing centers, comparable with the shipment of grain 
from country to primary market, then, for a certain percentage of 
the product, an in-and-out movement from market to fattening fields 
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and return, and finally, after slaughtering, the transportation of 
meat products to final destination, 


Live-stock Markets 

The principal live-stock markets are Chicago, Omaha, Kansas 
City, East St. Louis, St. Paul, St. Joseph, Sioux City, Fort Worth, 
and Denver. The rank of the different markets varies with the kind 
of live-stock dealt in. 


co 


RANK OF LIVE-STOCK MARKETS ON BASIS OF RECEIPTS IN 1925 


Cattle and calves Hogs Sheep 
Chicago Chicago Chicago 
Kansas City East St. Louis Omaha 
Omaha St. Paul Denver 

St. Paul Sioux City Kansas City 
East St. Louis Omaha St. Joseph 
Fort Worth Kansas City East St. Louis 
Sioux City St. Joseph St. Paul 
Pittsburgh Denver Sioux City 
Jersey City Fort Worth Fort Worth 


These markets have stockyards where live stock can be conven- 
iently unloaded, inspected, and exposed for sale, they have large 
slaughtering and packing houses, and they have access to good trans- 
portation facilities for forwarding in every direction the products 
into which the incoming cattle, hogs, and sheep are transformed. 
The advantages of markets of this type are so great that more than 
59 per cent of all the cattle, 63 per cent of all the hogs, and 83 per 
cent of all the sheep are now slaughtered in wholesale packing and 
slaughtering establishments, and only the balance are killed in retail 
establishments or upon the farms or ranges.1 


Shipments into St. Paul 


A graphic representation of the concentration of live-stock ship- 
ments at a particular market is reproduced from the records of 
local live-stock shipping associations in the State of Minnesota, as 
of the year 1919. 


1 United States Department of Agriculture, Yearbook, 1925. The census last col- 
lected figures on retail and farm slaughter in 1909. Since that time the percentage of 
animals slaughtered in wholesale establishments at central markets has probably 
increased. 
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Live-stock Receipts at Terminals Maintained by the National 
Live-Stock Producers’ Association, 1925 
More comprehensive figures showing live-stock receipts at princi- 
pal terminal markets were published in the annual report of the 
National Live-Stock Producers’ Association for 1925. This associa- 
tion operates so-called “producers’ terminals” at large market cen- 
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ters to handle shipments of members. In 1925 the markets where 
terminals of this sort were maintained handled 50 per cent of the 
number of head of live-stock received in central markets of the 
United States. The terminals themselves handled the very con- 
siderable number of 67,575 cars, received from twenty-nine states 


1 University of Minnesota, Agricultural Experiment Station, Bulletin No. 201, 
“Organization and Management of Local Live-stock Shipping Associations in Minne- 
sota,’” December, 1922. 
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and Canada, or about 9 per cent of all cars of live-stock sold. The 
following map shows the location of producers’ offices, with lines 
radiating to the states from which shipments originated: 


Carlot Shipments to PRODUCERS Terminals 1925 
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CARLOT SHIPMENTS OF LIVE-STOCK TO PRODUCERS’ TERMINALS, 1925 


In the diagram reproduced above, the lines show the source from 
which each producers’ terminal obtained its supplies, and the figures 
indicate the number of cars shipped to each designated terminal 
from the state from which the line is drawn. 


Marketing of Wyoming Sheep 


Still further indication of live-stock movements may be derived 
from analysis of the market destinations of the live-stotk produced 
in different states. For this purpose the reader’s attention is directed 
to a few out of a series of charts prepared by the commercial re- 
search department of Swift & Company. 

The first chart upon the following page shows the principal mar- 
kets for Wyoming sheep in 1918. 


Most Wyoming sheep are marketed at Omaha, with lesser amounts 
at Chicago, Denver, Kansas City, Sioux City, and St. Joseph. Much 
the same distribution occurs in the case of cattle, though statistics 
for cattle are not indicated upon the chart. 


1 National Live Stock Producers’ Association, Report, 1925, p. 115. 
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MARKETING OF WYOMING SHEEP 
Missouri Hogs 
The next chart supplies similar information for Missouri hogs. 
Missouri hogs are shipped to St. Louis on the east, and to Kansas 


MarKETING OF Missourt Hocs 


City and St. Joseph upon the west. Other markets of some im- 
portance are Chicago, Wichita, Milwaukee, Wisconsin, and Oklahoma 
City. These last named points occupy, however, a distinctly minor 
position in the trade. 
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Kansas Cattle 
A third chart indicates the markets for cattle produced in the 
State of Kansas. 


MARKETING OF KANSAS CATTLE 


Kansas cattle are shipped predominantly to Kansas City. Among 
other secondary centers may be mentioned St. Joseph, Wichita, and 
St. Louis. 


Direction of Movement of Meat Products 


Inasmuch as the consumption of meat is largely a question of 
population, the general tendency of live stock is to move from ‘west 
to east, along established rail routes. This same tendency continues 
in the case of meat products. 

Most export trade in meat consists of hams and bacon, and the 
greater part of this traffic flows from the packing houses of the Mid- 
dle West along the trunk-line route to New York City. Speed, regu- 
larity of shipment, and adequate refrigeration are easier to obtain 
by this route than by any other, while the frequency of sailings from 
New York is a distinct advantage. 

Domestic shipments of meat are considerably more varied. The 
following diagram represents the shipments of packing-house prod- 
ucts from the Chicago plant of Swift & Company on September 14, 
raed, 
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On this day, Swift & Company shipped 182 carloads of packing- 


house products destined to twenty-nine states and five foreign coun- 
tries. Most of the cars contained meat, but some had oleo oil, hides, 
wool, soap, grease, tankage, and fertilizer. The car that went to 
Colorado carried soap, as did also one of the cars to Texas. The 
two cars to Iowa carried fertilizer. 


PM ME 


: One Day’s Shipments of Packing House Products from Swift & Company’s 
2 Chicago Plants—September 14, 1921 
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PackinG House Propucts SHIPPED FROM SWIFT AND COMPANY’s CHICAGO PLANTS 


Distribution of Trade Between Western Packing Centers 


Geographical propinquity and differences in the character of the 
demand for meat in different sections of the country determine the 
volume of trade which particular Western packing centers are able 
to build up in particular districts. Fort Worth and Oklahoma City 
supply very little meat for the country directly east of the Ohio 
border. This section draws upon the Missouri River markets— 
Kansas City, St. Joseph, Omaha, and Sioux City—and upon St. 
Louis and Chicago. On the other hand, Fort Worth and Oklahoma 


1 Swift & Company, Yearbook, 1922. 
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City can market in the Southeastern states to much better advantage 
than the river markets, in part perhaps because of location, and 
in part because they have a product suited to the demand. Pork 
products sold in the Northwest come from St. Paul, Denver, Spo- 
kane, Portland, and Seattle, while in the Southwest the distributing 
centers are Fort Worth, Oklahoma City, Wichita, Pueblo, Denver, 
El Paso, and Los Angeles.? 


Eastern v. Western Packing-houses 


There has been in the past a question as to whether live-stock 
slaughtering and meat packing should be done in the East, as near 
as possible to the consuming market, or in the West, convenient 
to the source of live-stock supply. This is a matter that affects 
Western packing centers as a group as compared with Eastern centers 
such as Cincinnati or New York. Space does not permit extended dis- 
cussion of the large problems of sectional rivalry involved in these 
alternatives. The decisive victory of the Western packers may be 
ascribed at least in large part to the depreciation in live stock when 
shipped long distances, to a relation between the railroad rates on 
live stock and rates on products which, on the whole, favors the 
latter, and to an extraordinary perfection of ventilating and re- 
frigerating equipment, due mainly to the initiative and inventiveness 
of the packing industry itself, which has opened unexpected oppor- 
tunities in the way of long-distance meat transportation. 


Oranges and Lemons 


Recent studies by the Department of Commerce depict the move- 
ments of perishable fruit and vegetables in the United States. Se- 
lections from charts prepared by the government on the subject, are 
as follows: 

Most of the consuming territory south of the Ohio River and 
east of the Mississippi River is supplied with oranges from Florida, 
and practically all of that west of the Missouri River is supplied 
from California. There is, however, active competition between 
California and Florida fruit in the states east of the Missouri and 
north of the Ohio and Potomac Rivers. This section is known as 
“blanket territory” because many railroad rates from the Pacific 
Coast to the described region are the same wherever the goods 
shipped are destined within the district. In the season of 1916-17, 


1University of Chicago, School of Commerce and Administration, The Packing 
Industry, 1924. 
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26,856 cars, or 90.6 per cent, of a total eastward movement of 29,626 
cars of oranges forwarded by the California Fruit Exchange moved 
to blanket territory points.? 

California oranges differ in some respects from Florida oranges, 
but not sufficiently so as to give either kind a marked advantage in 
competitive markets. Nor is there any great difference between 
the cost of raising fruit in the Southeast and the cost of production 
upon the Pacific coast. Either source of production has the ca- 
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ORANGE AND LEMON SHIPMENTS” 


pacity to supply the greater part of the consumption of the United 
States. It follows that the relative volume of shipments from Cali- 
fornia or from Florida, respectively, to points in the Northeast de- 
pends upon conditions of transportation, including matters such 
as speed of transit, adequacy of refrigeration, and, not least, the 
level of rates which the railroads charge. 

In 1925, the rates on oranges from Lakeland, an average shipping 
point in Florida, and from Los Angeles to a number of representa- 
tive Eastern points were those printed on page 242. 

Under this schedule of rates, California oranges were at a con- 
siderable disadvantage so far as rates were concerned in the case 
of shipments to the eastern seaboard, but at a less disadvantage in 


1 California Citrus League v. Director General, 58 I. C. C. 373, 375, 1920. 
2 United States Department of Commerce, Bureau of Foreign and Domestic Com- 
merce, “Transportation of Pacific Coast perishables,” by A. L. Cricher, 1924. 
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COMPARISON BETWEEN RATES ON ORANGES FROM LAKELAND, FLORIDA, AND 
FROM LOS ANGELES, CALIFORNIA, TO REPRESENTATIVE EASTERN POINTS ! 


Lakeland, Florida Los Angeles, California 


Rate Rate 

Miles (Cents) Miles (Cents) 
INéw York, IN: Vatayo chek 2to 95.0 3,224 126.4 
Ostomy \Vilcisses seen een eee 1,445 102.0 3,283 126.4 
Bhiladelpbiayeawee seen ues g2.0 3,080 12426 
Washinston DsG. .4.02.5.. 989 90.0 3,100 124.0 
Ira Ceep NG arto eeten nts a 1,424 105.0 2,786 124.0 
Reco el Oe at on vuagsecttiipctees 1,447 105.0 2,603 124.0 
RMCUINALIC 6 hon ss eck on & 1,158 89.0 nag 124.0 
Cleans J, n450nanene onor 1,264 105.0 2,246 124.0 
Se oT IMIR Ae Asean nace 1,140 IOI.O 2 OT 124.0 
Kansas Citys) Vion sees 1,348 II9.0 1,795 24-0 


the case of shipments to points further west. Any reduction, how- 
ever, in the rate from Los Angeles, say, to Buffalo, or to New York 
City, tended to increase the volume of oranges moving from west 
to east by enabling California shippers to increase their sales in these 
competitive markets, while any increase in such rates improved 
the position of Florida growers and enlarged the fruit movement 
over Southern carriers. The railroad companies which connected 
the State of Florida and the City of New York were therefore in 
active competition with the companies which united southern Cali- 
fornia and New York, although one route ran north and south and 
the other east and west, and although the extremities of the two 
routes were more than two thousand miles apart. 


Peaches 


California and Georgia grow peaches, and the residents of’ the 
Northeastern and North Central states are the chief consumers. This 
we have already seen in Chapter IX. More exactly, twenty-seven 
consumption centers accounted for 13,532 car lot unloads of peaches 
in 1923, of which number approximately 1214 per cent were from 
California and about 45 per cent were from Georgia. The reason 
for this variance in percentages, which are in obverse order as com- 
pared with production in the two states, is to be found in the large 
amount of California peaches which are canned within the state. 
Peaches are an especially perishable commodity, and it is to the 


‘Bureau of Railway Economics, Bulletin No. 10, “Commodity prices in their rela- 
tion to transportation costs, Oranges,” November, 1925. 
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advantage of the California producer to market his goods in staple 
canned varieties rather than to risk transcontinental movement. 
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Apples 


Apples grow best in Northern states. The largest producers are 
Washington, Oregon, and California; the largest consumers the cities 
of New York, Chicago, Philadelphia, Boston, and Pittsburgh. 
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1 Report on transportation of Pacific-coast perishables, swp. cit. 
2 Ibid. 
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‘Tomatoes 

Florida, Mississippi, and California are the largest tomato-produc- 
ing states. ‘The principal consumers are the cities, in the main the 
same cities that absorb the apple crop. 
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ToMATO SHIPMENTS * 


Refrigeration 

Generally speaking, the development of long-distance transporta- 
tion of fruit and vegetables is due to the perfection of refrigerating 
railroad equipment and to the expedited service which railroads 
have been able to provide for this class of traffic. Fruit and dressed 
meat resemble each other in their liability to deterioration, and in 
the special attention which they therefore require. 

The amount of refrigeration necessary is different in the case 
of different kinds of fruit, but most kinds of perishable freight make 
use of what are known as insulated or refrigerator cars. ‘Vhe ordi- 
nary refrigerator car has two ice bunkers or tanks, one at either 
end, built the full depth of the car and separated from the loading 
space by bulkheads. When filled with ice, these bunkers reduce 
the car temperature to an extent that aids effectively in the preserva- 
tion of its contents. “Brine tank” cars, equipped with metal cylin- 
drical tanks at each end, filled with a mixture of crushed ice and 
salt, are also used. This special apparatus produces quicker and 


1 [bid. 
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more intense cold, and serves especially in the transportation of 
fresh meats and packing-house products. The insulated car has no 
tanks, but walls, ceilings, and doors are so constructed as to be 
relatively impervious to heat or cold.! 


Ownership of Refrigerator Cars 

Refrigerator cars were invented in the United States in the ’sixties, 
for the carriage of fresh meat. ‘The first cars were built by shippers 
because railroads were unwilling to invest the necessary money in 
what they regarded as an experiment, and for many years shippers 
who desired this type of equipment were compelled to build their 
own rolling stock or to rely upon private car lines such as those of the 
Swift and Armour companies, controlled by meat packers with head- 
quarters at Chicago. At a later date railroads entered the field, 
and now dominate it. On January 1, 1913, 103,508 refrigerator cars 
were in use in the United States, of which 48,926 were owned by 
railroads.2 Of the remainder, a substantial number of cars were 
owned by fast freight lines controlled by railroads or by groups 
of railroads; such as the Pacific Fruit Express, owned jointly by 
the Union Pacific and Southern Pacific systems; the Santa Fé Re- 
frigerator Despatch Company, owned by the Atchison, Topeka and 
Santa Fé Railway Company; the American Refrigerator Transit 
Company, owned by the Missouri Pacific and the Wabash; and the 
Chicago, New York, and Boston Refrigerator Company, owned by 
the Grand Trunk Railway system. The Fruit Growers’ Express, 
controlled by the stockholders of Armour & Company, is the only 
company furnishing refrigerator service which is not under railroad 
control. Armour & Gong is also the most important shipper 
supplying refrigerator cars for the carriage of its own products, in 
this case meat and meat products.* Since 1913, the number of 
refrigerator cars has nen although exact figures are not avail- 


able. 


Payment for the Use of Cars 


A shipper who uses a refrigerator car pays usually a stated charge 
for protective service in addition to the freight rate, or, in some 
instances, he may pay on the basis of cost of ice furnished. The 


1 Perishable Freight Investigation, 56 I. C. C. 449, 1920. 

2In the Matter of Private Cars, 50 I. C. C. 652, 659, 1918. 

3In the Matter of Private Cars, 50 I. C. C. 652, 659-600, 1918; Perishable Freight 
Investigation, 56 I. C. C. 449, 455, 1920. 
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railroad retains these payments if it is the owner of the car; if the 
car is owned by a shipper the railroad collects the freight rate and 
refrigerator charge, and pays the owner an agreed sum per mile 
for the use of the equipment. If the car is owned by a private 
car line, the railroad receives the freight rate and payment by the 
car line for the ice which it furnishes; the car line takes the refrigera- 
tion charge from the shipper and the agreed sum per mile from 
the railroad for the use of its cars. Special contracts between the 
railroad and the car line or owner may expand upon or qualify 
these basic arrangements, as well as specify the respective liability 
of the parties for repairs, establish the right of the carrier to in- 
spection, or require the owner to provide storage facilities when 
his cars are not in use.} 

Transportation in refrigerator cars has been considered by the 
Interstate Commerce Commission on several occasions, and the use 
of private car lines in the packing industry was the occasion of a 
severely critical report by the Federal Trade Commission in 1919.” 
Refrigerator charges may sometimes be too high and the use of 
privately owned cars may lead, on occasion, to undesirable results; 
there is no doubt, however, but that the development of efficient 
refrigeration has alone made possible a large part of the fruit and 
meat transportation with which this chapter is concerned. 
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CHAPTER 2Ly 


COMMODITY MOVEMENTS—LUMBER, COTTON, AND 
SUGAR 


Lumber 


The character and direction of lumber shipments have greatly 
changed in the course of the last century. Short hauls from Maine 
to Boston (225 miles), from the upper Hudson to New York City 
(200 miles), and the Pennsylvania river traffic to Philadelphia illus- 
trate the nature of lumber movements up to the time of the Civil 
War. 

When the pine of the Lake states came to be drawn upon, the 
average length of haul increased. The Department of Agriculture 
points out that prior to 1860 a lumber haul of 500 miles was ex- 
ceptional, and even half this distance much above the average; but a 
large part of the Lake states cut, even to Middle Western markets, 
moved more than 500 miles, and New York is 1,000 miles by water 
from Saginaw, one of the nearest points of manufacture in the Lake 
states territory. 


Beginning of Southern and Western shipments 


Southern pine shipments began on the Atlantic coast after the 
Civil War, but were small in volume by rail to the interior until after 
1890. Water distances ranged from a minimum of 300 miles from 
Norfolk to Philadelphia to 2,000 or more from Gulf ports to Boston. 
Aside from purely local markets, the distances by rail were ordi- 
narily in excess of 750 miles, and frequently exceeded 1,000 miles, 
as illustrated by the distances from Hattiesburg, Mississippi, to 
Boston of more than 1,000 miles, or to Pittsburgh of 1,100 miles. 

Finally, the lumber cut from the Pacific coast moved the greatest 
distances of all. By water Puget Sound is nearly 7,000 miles from 
New York. By rail Omaha is nearly 2,000 miles from Portland, 
Oregon; Chicago is 2,300 miles, and New York is 3,200 miles.? 


Consuming and Producing States 


The accompanying map on page 249 distinguishes, for the year 
1920, the states producing more lumber than they consumed from the 
states consuming more lumber than they produced. 


1 United States Department of Agriculture, Yearbook, 1922. 
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From this map, as well as from the information presented in 
Chapters LX and XI, it is clear that the direction of lumber move- 
ment is eastward from the Pacific coast, and northward from the 
Southern states to the treeless plains of the central and northern 
Mississippi Valley and to the industrial districts of the North and 
Northeast. 
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LUMBER SHORTAGES AND SURPLUSES BY STATES 


Proportion of Consumption in Different States 


To supplement the foregoing diagram, it is necessary to show the 
proportion of consumption in different states supplied by Southern, 
Eastern, and Western lumber, respectively. ‘This proportion may 
be explained both graphically and in tabular form. 

Graphically, the sources of lumber consumed in the several states 
are represented upon the chart on page 250. 

The black areas in the foregoing chart indicate the percentage of 
lumber consumed in each state which is supplied from Southern 
forests. The cross-hatched areas show the percentage supplied from 
Western, and the shaded areas that supplied from Northern and 
Eastern forests, respectively. 

The same information graphically presented in the chart may be 
stated in tabular form on page 251. 

In Nebraska the market is nearly evenly divided between Western 
and Southern lumber. In Iowa the proportion of Western lumber 
falls to approximately one-third, and in Illinois to one-eighth, of 
the total supply consumed. Southern lumber supplies 90 per cent 
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DISTRIBUTION OF LUMBER FROM PRINCIPAL PRODUCING REGIONS, BY STATES 


Percentage of lumber consumed which 
comes from 
Western Southern Northern Eastern 


State district district — district — district 

Morten albotawniias 6. ce aes vice 97 3 

DOME Wakotut ater. 6 nsmile ck 87 12)" I 

ASIZON Arai mie cuceaierl pe Cae ee an 80 20 

Cp lotaiaues av, ee mastecnea tenes 71 29 

Menmontauncesi mats: nec eunune 56 44 
INE TIMER OCA. oh sta icdeles, els) s.sats nly Patione 45 4 52 

ebrasmaiacae cats ces. ckeon Le 44 56 

OE ees asa ara ena eae Pe Ps re 34 32 ye 

NEW MG@ICOe store tis thomas 26 74 

NR ISCOMBIIE rn oe Je ia dea. wen eek 23 13 64 

AVES GAEMUSEhtS ic dats diario aeeies 14 52 I 33 
MNOS ac aie c8 ia disa.¢ cue Daa ar acd 13 66 21 

Fans aspen har sib est cowtinn yp oslhs 12 88 

TICS ESE Oe ang eas II 64 24 I 
PAiscO lie. Metta. cata e fe) go 

Darcie Wathnston cs fee eamiaco des one 6 85 9 

CHIC SEA ER aan oP 6 70 14 +e) 
IN aE nee See Any aicatend eae 4 5 25 19 SI 
Mewe Ti ampshite si 6, ad ei ve as 4 56 40 
RIN Oe elaine na = otis aaeer tenuate 4 54 73 
Pennsyiealtias ston ce toes 4 22 & 69 
onNecticlitn. oe ces atees Fe ka te 4 II 4 81 
Da RESON og oarat ok is misao Sopa 2 30 I 67 
Dele wares ac. cer ra ate ne cha Ps I 65 34 
DL ARVigiay cc Meare sean See eee e I 29 70 
RAP eMGe as. x Gerd Boreas hai Sse I 25 74 


of the market in Missouri, 56 per cent in Nebraska, 12 per cent 
in South Dakota, and 3 per cent in Minnesota. Northern lumber 
constitutes 64 per cent of the lumber consumed in Wisconsin, but 
only 2 per cent of that used in Illinois and 9 per cent of that used 
in Indiana. The farther lumber moves from the place of its pro- 
duction, the more difficulty do shippers find in meeting competition; 
and the nearer home lumber is sold, the more easily it can supply 
the greater part of the demand. 


Importance of Railroad Rate Adjustments 


Competition, of course, affects the price which railroads can charge 
for the transportation of lumber, as well as the price received by 
the shipper for his product. Put another way, the transportation 
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charge is one of the factors which determine the boundaries of the 
territory within which the product of any district can be marketed. 

The average railroad rate on No. 1 dimension Douglas (Western) 
fir, selling in Minneapolis for $27.35 per thousand feet, was, in 
1916, $11.70, or nearly 43 per cent of the selling price. The average 
rate on No. 2 yellow (Southern) pine boards, selling in Chicago 
for $22.25 per thousand feet, was $6.25, or 28 per cent of the selling 
price.? 

If the Minneapolis rate on fir from Oregon to Minneapolis had 
been reduced, in 1916, to $11, Western shippers would have pushed 
their sales more vigorously, with the probable effect of enlarging 
the proportion of Western lumber sold in Minnesota, of extending 
the sales of Western lumber toward the east and south, and of in- 
creasing the volume of lumber transported over Western lines. If, 
on the other hand, the fir rate of $11.70 had been maintained, but 
the rate on pine boards from Southern points had been cut from 
$6.25 to $5.50, the selling area of Southern pine would have been 
extended north and west, the volume of lumber transported over 
Southern lines would have been increased, and that transported over 
Western lines would have been reduced. 


Western and Southern Railroad Rates 


Conflicts of interests between producing centers of this general 
type have frequently been brought to the Interstate Commerce Com- 
mission, and have been by no means easy to determine. 

On the Western end lumber producing points are classified in 
great groups, of which the most important are the North Pacific 
Coast group, the Spokane group, and the California Coast groups. 
Rates from any point in a group are the same as from any other 
point in the same group, while the group rates in turn bear a cer- 
tain relation one to the other. On the east points of destination 
are also arranged in large groups, designated by letters. Rates to 
any point in a destination group are the same as to any other point 
in that group, while the great distances involved bring it about that 
the rate of progression in the charge from group to group is slight.?. , 

On the other hand, rates from the Southern and Southeastern states 
vary according to individual points of origin and destination. They 
are less absolutely than the rates from the Pacific coast, but more 
per mile, and they increase rapidly as the indicated points of desti- 


1United States Department of Agriculture, Report No. 114, swp. cit., p. 41. 
* West Coast Lumbermen’s Association v. A. & S. Ry. Co., 78 I. C. C. 746, 1923; 
Lumber from California to Minnesota and Wisconsin, 80 I. C. C. 595, 1923. 
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nation move north or east. These two systems involve different 
principles of rate-making; their effect is, on the whole, to enlarge 
the territory within which Western and Southern lumber effectively 
competes.? 


Cotton 


The first movement of cotton is by wagon from the farm to the 
gin and from the gin, after the cotton seed has been separated from 
the lint, to some convenient local market where the farmer sells 
his loose bales to country merchants, street buyers, or other types 
of retail purchasers. 


Compression and Concentration 


The next step in the marketing process is the sale of the cotton 
by the local dealer to a wholesaler and its shipment to a concentration 
point. Most cotton at this stage is shipped on what is known as 
carrier’s privilege rates, which means that the carrier has the priv- 
ilege of compressing at its own expense. A bale of loose cotton 
measures approximately 54 by 50 by 27 inches, and weighs, on the 
average, 500 pounds,” while a bale of standard density measures 
approximately 59 by 23 by 21 inches or 56 by 28 by 18 inches. There 
is thus a considerable saving in space through compression, which 
is of advantage to the carrier by either land or sea, and explains 
its willingness to encourage the process.* 

If cotton is shipped on carrier’s privilege rates it may be stopped 
again by the shipper to be sampled, graded, classified, further com- 
pressed, and perhaps stored awaiting sale; or if originally forwarded 
with shipper’s responsibility for compression, these processes may 
take place at the original compress points. In either case, the route 
that the cotton now follows depends upon whether it is intended 
for domestic consumption or for export. 


Export Movement 


About one-half of the cotton compressed is exported, and about 
one-half reserved for domestic consumption. Export cotton moves 


1 Water Competition Rates on Lumber, 60 I. C. C. 643, 1921; North Carolina Pine 
Association: As ©. IL, Re RaCo., 89 I. CC, 270, 1923: 

2 Mississippi Railroad Commission v. A. & V. Ry. Co., 89 I. C. C. 47, 50, 1924. The 
amount paid by carriers for compression is 15 cents per 100 pounds. 

3 United States Department of Commerce, Bureau of Foreign and Domestic Com- 
merce, Trade Information Bulletin No. 288, ‘Marketing Cotton for Export,” by E. L. 
Tutt and W. R. Meadows, 1924. 
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for the most part from compression points to Galveston or to New 
Orleans. 


EXPORTS OF COTTON FROM THE UNITED STATES, 1923 . 


In bales of Per cent 
Customs Districts 500 pounds of total 
Atlantic Coast 

INGO Keyecentaen eat arrears cree ements terete 381,198 6.8 
VRS UINEE oe ae Rae rng eRe ane a2 sty ean ete ate 214,950 3.8 
INGiadn (Cones ne snoconcene ow one oGn Een - IOI , 262 tay 
South Carolina cts Baton mu een Gil acetanne< 138,528 2.4 
ME ROT Ui oe Regier Ace en et opts ocak 259,002 Fe 


Gulf Coast 


Galvestonmcran Matiettiat cee Se eee ae 285 , 802 60.0 
New: Orleans t+ atase to anatedies oie eae 685,240 F246 
isa) 21 Cea arene Re erten Avnet arr © year tae 30,156 “§ 
Pacific Coast 
TOs A Seless bys aya hea a es oO 28,846 os 
oF Litat cb ge g(a 0 ee er ee ara eg 80,984 125 
W aeliie tone. nck ores Caiisws spaan eFeuaeie 54,852 Foe 
Northern Border 
IWitehigantemey yet eta enn: hte ena aoe 104,336 1.8 
MOLLE TSI. Meche tec aay Rar eR EMeate eke: Saree ee 120,780 28 
SU EA oi, certo ee a Aakers 5,485,936 100.0 


Equalization of Railroad Rates 


Railroad rates are so adjusted that equality is maintained between 
Galveston and New Orleans, even though in some cases the rela- 
tionship between rates on cotton which is to be exported is different 
from the relationship between the rates upon cotton for domestic 
consumption. From Oklahoma City, for instance, the domestic rate 
to Galveston is 101 cents and that to New Orleans 105% cents; 
the export rate to both cities is 105 cents. There is, however, no 
similar equalization between Gulf cities taken as a whole and the 
Atlantic seaboard. 

Examination of this chart will show that the expense of shipping 
through New York is generally much greater than that of shipping 


‘United States Department of Commerce, Bureau of Foreign and Domestic Com- 
merce “Transportation in Relation to the Export Trade in Agricultural Products,” 
by Roland M. Kramer. Trade Information Bulletin No. 216, 1924. Figures reduced 
to bales of 500 pounds. 
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through New Orleans, a fact which explains the direction which 
the flow of cotton takes. 


0 & 35.0% 
‘To Aeaieee S75* 
ie Pesca e 400+ 

60.0" 


{To Liver 45.0 
ie hore” Sige 


ToMew York 2910. a Jo Kobe —S7.5* 
uti RécK 


Note. 
Bs feel 7 ORS! Rates: cents per hundrec pounds 
To Kobe 60.0" 


FREIGHT RATES ON Export Corron + 
The following table states the transportation charges from specified 
points to Liverpool as of July 15, 1923: 


TRANSPORTATION CHARGES ON COTTON FROM CERTAIN INLAND SHIPPING POINTS 
TO LIVERPOOL AS OF JULY I5, 1923 


(In cents per 100 pounds) 


Routes Rail Insurance Ocean Total 
Via Galveston from— 
igen Otl ATI’. «covery oe ae . 90.0 eH ie) 55 176.0 
Oklahoma Crey, Oklaw ccc toons 106.0 Bite 55 192.0 
Via New Orleans from— 
Miemphiss lena) actos ae reyee 81.5 29.5 55 166.0 
IMFont eOmeny,. cklaets << oe wciae eee Woes 2005 i Le 
Via Savannah from— 
PAMlistanrde Ms | howe ieee eA 50.0 28.0 45 123.0 
Wriar Chose ano bah fee a 73.0 28.0 45 146.0 
Atlantas Ganeawt onnewe an aa this 28.0 45 fas. 6 
Monteomery, Ala. «scat asso favs 83.5 28.0 45 Ts Ones 


* Tf compressed to high density at New Orleans, add 6.5 penalty for second con- 
centration. 


1 Tid. 
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Via New York from— 


Memphis, Penn. .... i.e ee i eas 25O 35 Tas 
bittlet@RockvArk. oa. aie e 123.5 ZEAO 35 183.5 
Oklahoma, City; Oklaae ence 150.0 25.0 35 210.0 
Olam eas Chai zeit wie acer 117.5 25.0 35 177.5 
PATONG Cs Garals. ai. 5 ac cle sane he Ros 92.0 20 a Te220 
IWGmtzOMery; Ald « s <ce mars 108.5 25.0 25 168.5 


Length of Haul on Export Cotton 


The Oklahoma Cotton Growers’ Association estimates the average 
distance which Oklahoma cotton travels on the way to a port for 
export as 450 or 500 miles. The president of the New Orleans Cotton 
Exchange writes as follows: 


“It is difficult to arrive at an accurate approximate haul. 
Based upon knowledge of the principal territory of production 
in the various states, our opinion of the average haul on cotton 
running to New Orleans from the respective states is as fol- 


lows: 

State Miles 
Mirssissippit neta tae tat ee ata acenera eae 275 
Lolo cy eee eRe een orn ee eee ey are 275 
albanian areca ceva ce. cvte hs tectma ste cee rrer ear ee ee 300 
A BMNESROR aly ee etree a es ere at ie Oo a 425 
NIE DUN SAGA we acy wees Soteg PaaN Se ata e han ene RGEC sae eo ea 475 
IMINGS@ aries oats ct ohne Cee redo tea eae ae cate eer re 500 
Oklahomiars.€ h¢vewice atc tae eee rete Gee er ete 25 
UD eKUStH airs, APOE gee a Cae eee ae 500; 


These distances are considerable, although less than in the case 
of grain, 


Cotton for Domestic Consumption 


Cotton intended for the use of domestic mills may, like export 
cotton, move by rail to seaboard points such as Galveston or New 
Orleans, where it is loaded aboard ship for transportation to New 
York, or it may be carried direct by rail to place of final destination. 
The destination of raw cotton is, of course, the cotton mill, for the - 
commodity is not usable until it is spun and woven. Most cotton 
mills are located in New England or in the states south of the Ohio 
and Potomac Rivers and east of the Mississippi. Out of 6,193,417 
bales of cotton consumed in 1925, including 275,932 bales of foreign 
cotton, 4,220,010 bales were spun in the cotton-growing states, 1,- 
638,774 bales in New England, and 334,633 bales in all other states 
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put together. This total of 6,193,417 bales was distributed among 
the more important states as follows: 


CONSUMPTION OF DOMESTIC COTTON BY LEADING STATES, 1924-1925 : 


State Number of bales Per cent 

INGRET Carol ae Sncciss ecu nals! eka es Tyused. 708 25.5 
POUL IN OUInane Wk yins, y Alaa owe ae ee am 1,029,797 16.6 
ODE Ue eget RBG S, 0 tes Vi Fav hori ¢ ahd 966, 324 Ps 66 
Massachusetts: ac), Pau-nains ss okt iels 950,942 Le 56 
BAILEY 8 Bsc Prtuen cdo ev Pent SROs Bene es 430,051 6.9 
Ree olan sv cere Moudls See hk ce eer is 230,035 4 
IN Gye FA air Stl O95: becigiac os waste SME Fes 205 ,326 Bias 
"AN IAZS) SYS «ep iag er a ark ee 1,046,148 16.9 
6,193,417 100.0 


Approximately one-fifth of all cotton consumed in the United 
States is spun in North Carolina, almost as much in South Carolina 
and in Georgia, and most of the balance in the four states of Massa-~ 
chusetts, Alabama, Rhode Island, and New Hampshire. 


Location of Milling Centers 

The map on page 258 shows the location of cotton-milling as well 
as that of cotton-producing sections in the United States. 

This map, reproduced from one of a series of studies prepared 
by the Bureau of Railway Economics, indicates by solid black areas 
the counties having more than 100,000 producing cotton spindles in 
1925. The concentration in consuming points is very notable, and 
this is made all the more striking from the transportation point of 
view by the fact that much of the cotton used by Southern mills 
travels only short distances to market, whereas almost all of the 
cotton spun in New England comes great distances and contributes 
proportionately more to the cotton movement with which we are 


here concerned. 


Routes followed by Cotton Intended for Domestic Consump- 
tion 
There are no statistics which show the flow of cotton with preci- 
sion, but there is occasional information in testimony on exhibit in 
the files of the Interstate Commerce Commission. An example of 


1 United States Department of Commerce, Bureau of the Census, Bulletin No. 158, 
“Cotton Production and Consumption, Season of 1924-1925,” Census figures relate 
to the twelve months ending July 31. 
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this is evidence taken in 1922 that the Southern Railway handled 
43,421 bales of cotton from Memphis during the shipping season of 
1921-22. Of this quantity, 35,022 bales moved to the Southeast 
and to the Carolinas, 107 bales moved to the south Atlantic ports, 

35 bales to the Ohio River crossways, central territory, and the 
Mississippi Valley, and the remainder was shipped to the East and 
to Virginia cities. Most of this cotton obviously passed on the main 
line of the Southern Railway through the city of Atlanta, or it 
traveled by way of Chattanooga, Bristol, eastern Tennessee, and 
Lynchburg to the Northeast. Of the cotton hauled by the Illinois 
Central during the same season from Mississippi Valley compress 
points, 32 per cent went to New Orleans and 51 per cent to the 
East. The southbound business of the Illinois Central could only 
have been carried over its own rails to New Orleans; the Eastern 
traffic might have followed several routes, but in all likelihood moved 
north as far as the Ohio River before it turned east.! 

Generally speaking, cotton originating in the western portion of the 
cotton belt moves to Gulf seaboard cities and is there transshipped 
to coasting vessels. Cotton shipped from interior points east of 
the Mississippi River, on the other hand, naturally makes use of 
the New York-Atlanta route described in Chapter XI, or follows 
a combination of the Mississippi Valley and Trunk Line routes to 
destinations in the Northeast. 


Sugar 

From two-thirds to three-quarters of the sugar used in the United 
States is consumed in the household, the balance being taken by 
manufacturers of confectionery, soft drinks, bakery goods, condensed 
milk, canned and preserved goods, and miscellaneous minor prod- 
ucts.2_ The distribution is, accordingly, highly general. 

Production is, however, much more specialized. We have already 
indicated, in Chapter IX, the location of producing areas. Inasmuch 
as almost all of the cane sugar consumed in the United States is 
either imported or grown in the state of Louisiana, the principal 
points of origin for domestic cane-sugar movements are to be found 
in the refineries upon the Atlantic, Gulf, and Pacific seaboards. Of 
these, the most important are the refineries at or near the cities of 

1 Cotton and Cotton Linters from Mississippi Valley Points, 69 I. C. C. 318, 1922. 


United States Federal Trade Commission, ‘Report on Sugar Supply and Prices, 
19205) Ppy29 24 ke 
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New York, Philadelphia, Baltimore, Boston, Savannah, New Or- 
leans, Houston (Sugarland), and San Francisco. 

In addition to the cane-sugar producers, there are manufacturers 
of beet sugar located in the Western and Middle Western states. In 
1919 there were sixteen establishments for the manufacture of beet 
sugar each in Michigan and Utah, fourteen in Colorado, ten in Cali- 
fornia, eight in Idaho, five in Ohio, four each in Nebraska and Wis- 
consin, and one each in Illinois, Indiana, Iowa, Kansas, Minnesota, 
Montana, Washington, and Wyoming.? 

The distribution of the beet-sugar factories is determined by the 
agricultural area devoted to the growing of sugar beets, because 
of the prohibitive cost of shipping this raw material. The manu- 
factured product can, however, bear the cost of transportation, and 
does move long distances, where, as in the Rocky Mountain region, 
local supply far exceeds the consuming capacity of the neighboring 
population. 


Division of Markets 


Generally speaking, Cuban and Porto Rican sugar dominates the 
Eastern markets as far west as Buffalo and Pittsburgh.? On the 
other hand, the Western beet-sugar manufacturers, together with 
the refineries upon the Pacific coast, control the market as far east 
as the Mississippi River, while a substantial portion of the output 
of plants in Louisiana and ‘Texas is marketed in the South and in 
the Southwest. 


Competition of Producing Areas in the Northern Mississippi 

Valley 

The transportation problem with respect to sugar resembles in 
several respects the lumber situation that has already been described. 
To a considerable extent, the country’s needs are supplied by pro- 
ducers who are located upon the outside edges of the United States 
and who dispose of their surpluses in a common interior market. 
Thus the Atlantic seaboard refiners reach as far west as the Mis- 
sourt River and the twin cities of Minneapolis and St. Paul. The 
Savannah and Louisiana refiners dispose of their product in Chicago.” 
California interests produce far more than is necessary to supply 
the population of the Pacific coast states, and as they cannot reach 


1 United States Congress, Senate, “Hearings before the Committee on Finance, on 
the proposed Tariff Act of 1921,” vol. iv, p. 2329, testimony Rogers. 

2 United States Congress, Senate, “Hearings before the Committee on Finance on 
the proposed Tariff Act of 1921,” vol. iv, p. 2193, testimony Rubino. 
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into Utah, Idaho, and Colorado successfully because that part of 
the country is dominated by the local beet-sugar producers, they 
ship over the heads of their competitors into the Missouri River, 
Mississipp1 River, and Chicago markets, where they meet the East- 
ern and Southern refiners and the Utah, Idaho, and Colorado manu- 
facturers.} 


Prices of Refined Sugar 


The basic price of refined cane sugar at all refining points is sub- 
stantially the same, except that, in 1922, when the Interstate Com- 
merce Commission last considered the sugar rate adjustment in a 
comprehensive way, the San Francisco price was slightly lower. 
At other than refining points, the price is generally the New York 
price plus the lowest freight rate via the standard all-rail lines from 
any Eastern refining point, or, in eleven Far Western states, the 
San Francisco price and the rates from that point. Beet-sugar prices 
follow those of cane sugar. Costs of production are not the same 
at all points, but at a given moment the ability of any refining 
district to enlarge, or even to maintain its distributing area, depends 
upon the relation of the railroad rate that it pays to the railroad 
rate of its competitors. 


Railroad Rate Adjustment 


The critical rates are: (1) from New York, Philadelphia, and 
Baltimore to Chicago; (2) from New Orleans to Chicago; and (3) 
from San Francisco to Chicago. Up to 1922 the New York rate 
was 56.5 cents and that from New Orleans 54 cents, for hauls in 
each case of approximately goo miles. The rates from Baltimore 
and Philadelphia were 53.5 and 54.5 cents, respectively. This ad- 
justment, the outcome of a somewhat complicated rate history, was 
disturbed in 1922 by the Eastern carriers, who received permission 
from the Interstate Commerce Commission to reduce their charges 
from New York to the New Orleans level of 54 cents. 

The San Francisco rate was higher, but it is to be observed that, 
up to 1922, the rate from San Francisco to Chicago was less than 
from San Francisco to more Western points. Thus, the California 
rate upon a carload of 80,000 pounds was 88.5 cents per Ioo pounds 
to Des Moines, Iowa; 83 cents to Davenport, Iowa; but only 79 
cents to St. Louis and to Chicago. Sugar tariffs of this peculiar 
type were approved by the Interstate Commerce Commission in 


1 Sugar Cases of 1922, 81 I. C. C. 448, 451, 1923. 
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1914,1 and although they were finally disapproved as unnecessary 
and unwise, they afford convincing evidence of the severity of the 
competition in Middle Western sugar markets. 
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CHAPTER XV 


COMPETITION OF ROUTES AND LOCAL DISCRIMINA- 
TION 


Competition of Routes and of Localities 


The use of routes and the movement of commodities over a great 
transportation system present industrial problems of the first order. 
This is because the direction which traffic takes affects not only the 
transportation units themselves, but also the development of par- 
ticular producing centers and the prosperity of cities engaged in the 
work of distribution. Transportation and the location of industry 
are mutually dependent, while the location of industry in turn 
influences the lives of many millions of people. It makes a great 
deal of difference whether the lumber used in Iowa is grown in 
Alabama or in Washington, or whether Texas cotton is exported 
through Galveston or through New York, and the problems involved 
readily become matters of national concern. 


Positive Character of Competition Between Routes 


A route, in the transportation sense, is a combination of a high- 
way and a transporting organization. In so far as shipments may 
move from a named point of origin to a named destination by two 
or more routes, then the organization responsible for the handling 
of traffic over one route competes with the organization responsible 
for the handling of traffic over the other route. If, for example, 
grain from Duluth to Buffalo, or coal from Erie to Chicago, can utilize 
either ships that ply upon the Lakes or railroads which connect 
Lake Erie ports with destinations in Minnesota and Illinois, then 
these routes compete directly. There is frequently competition of 
this sort, in spite of considerable differences in the length of rival 


highways. 
Rivalry of Markets and of Producing Centers 


There is, moreover, another manner in which routes compete. 
This is where several geographically remote producing centers seek 
to supply a single market, or where two or more markets seek access 
to a single source of supply. An excellent illustration of the second 
of these two types of competition is afforded by the shipment of 
packing-house products from Chicago to various destinations. In- 
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stances where several sources supply a single market occur in the 
case of Northwestern and Southern lumber competing in the Middle 
West or in California, and Florida fruit competing with California 
fruit in the states north of the Ohio River. 


Competitive Shipments of Potatoes 


Still another convenient example not previously described is af- 
forded by the white potato. Potato shipments represent 34 per cent 
of the total annual rail shipments of all fruits and vegetables in the 
United States. They are grown in every state of the Union and 
move in carload quantities every day of the year. 


Lan 
Rat Disrripution or Poratoes* 

The map reproduced above pictures car-lot potato shipments from 
four states during the season 1924-25. ‘he same markets are sup- 
plied from Maine, Wisconsin, Idaho, and Florida, so that an increase 
in the quantity forwarded from one state makes it more difficult for 
the products of the other states to find a sale. This is an instance 
of market competition analogous to the cases of lumber and of canned 
meats, 


Meaning of the Phrase ‘Local Discrimination” 
Differences of opinion as to what rates should be to or from com- 
peting markets are currently discussed under the name of “local 


1 Bureau of Railway Economics, Bulletin No. 12, “Commodity Prices in Their 
Relation to Transportation Costs,” February, 1926. 
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discrimination.” ‘The complaint is usually voiced by some city and 
takes the form of a charge that the rates charged individuals in the 
complaining town are higher or the service rendered is poorer to some 
selected destination than the level of rates or the quality of service 
available to individuals in some other and competing locality. 

Charges of local discrimination may involve large rate adjust- 
ments such as those on lumber or cotton or potatoes, or they may 
arise out of more limited situations. 


Melcroft Coal Case 


A simple illustration of alleged local discrimination is provided by 
the case of Melcroft Coal Company v. Indian Creek Valley Railway 


Coat-propucinc Districts IN EasteRN PENNSYLVANIA! 


Company, decided in 1923.1 This was a complaint of rates on coal 
from producing points in Pennsylvania to Eastern destinations. The 
producing points were grouped as designated in the above dia- 
gram. 

181 I. C. C. 251, 1923. Cf. Rogers & Prinkey », B. & O. R. R. Co., ga I. C. C. 32, 
19i4. 
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In this diagram the letters A and B represent the so-called Mey- 
ersdale coal region, C the Connellsville area, and D and E, respec- 
tively, the Indian Creek and Ligonier fields. In the Melcroft case 
a corporation in the Indian Creek district complained that its rates 
to Eastern destinations were ten cents a ton higher than were the 
charges from mines in the Meyersdale district. The actual rates 
were $2.84 and $2.94 per ton. 

There was no question of the reasonableness of charges either 
from the Indian Creek or from the Meyersdale districts, but only a 
dispute with regard to their relative adjustment. Stations in Indian 
Creek territory on the Baltimore and Ohio were twenty-two miles 
further from Baltimore than stations in the Meyersdale area. On 
the other hand, some stations that enjoyed Meyersdale rates were 
farther distant from Baltimore than was Indian Creek. The Mey- 
ersdale and the Indian Creek mines were in the same geologic area. 
They were in direct competition with each other. The Indian Creek 
production was comparatively small, and it found difficulty in keep- 
ing abreast of its larger neighbor. These were the general facts before 
the Interstate Commerce Commission in this case, and upon the 
showing so made it ruled that Indian Creek rates were relatively un- 
reasonable and should be reduced to the Meyersdale basis. 


Louisville v. Chattanooga 


Another illustration of local discrimination was presented in 
1923 by the complaint of a manufacturer of plumbing supplies lo- 
cated at Louisville, Kentucky. It was alleged at this time that the 
rates on plumbers’ supplies to Eastern destinations were unduly high 
as compared with the rates from Chattanooga, Tennessee. 

The rates. attacked in the Louisville-Chattanooga case were as 
follows: 


CARLOAD RATE ON ENAMELED-IRON PLUMBERS’ SUPPLIES 


From To Virginia cities To Philadelphia To New York 
(Cents) (Cents) (Cents) 
Chattanodta.s:.s55 2+ 42.8 54.0 57.0 
Loursville 
Fourth class rate. . . syle ls 64.0 66.0 
Fifth class rate... .. 46.0 Ga ae 56.5 


In spite of the fact that these rates were the center of complaint, 
no attempt was made to show that any of them were unreasonable 
per se. Complainant pointed out, however, that the short-line dis- 
tances from Louisville and Chattanooga to destinations in the East 
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were almost the same. Not only was this shown to be true, but it 
appeared that the generally higher level of rates in the South, and 
the fact that a large proportion of the haul from Chattanooga to 
the East was through Southern territory, brought it about that the 
class rates from Chattanooga were higher than those from Louis- 
ville. Originally the rates on plumbers’ supplies were also higher, 
but this relation was changed by general rate increases both in official 
and in Southern territories in and following the year 1918, which 
affected the rates from Louisville more than those from Chattanooga. 
These rate increases actually brought the Louisville rates above 
those from Chattanooga. 

So far as business conditions were concerned, complainant testified 
in the Chattanooga case that he sold supplies in the East in active 
competition with manufacturers at Chattanooga. To meet prices 
set by this competition, complainant was obliged to absorb freight 
charges to the extent that rates from Louisville to the East exceeded 
rates from Chattanooga. This was a handicap which Louisville 
producers were unwilling to bear. 

“It clearly appears,” said the Interstate Commerce Commission 
after reviewing these and other facts, “that the adjustment assailed 
is unduly prejudicial to complainant at Louisville, and unduly pref- 
erential of the manufacturer at Chattanooga.’ ‘The Commission 
found that the rates at issue were not unreasonable, but that Louis- 
ville rates should not be higher than those from Chattanooga. It 
therefore issued an order requiring that these conclusions be made 
effective.! 


Rates Intended to Prevent Movement 


It is sometimes to the railroad’s interest to prevent movement. 
This may be because the railroad 1s a consumer of the articles which 
it transports, and desires to maintain an abundant local supply by 
retarding shipment to distant markets,? or it may be because the 
retardation or prevention of movements from certain points tends 
to encourage traffic at other places. Railroads have sought, for in- 
stance, to protect producers whom they serve from the competition 
of competitors by raising their rates upon products which come to 
them from points of origin not situated upon their lines. Thus the 


1 Standard Sanitary Manufacturing Co. »v. A. & A. R. R. Corp., 80 I. C. C. 318, 1923. 

2 Scobell v. Kingston and Pembroke Railway Company, 3 Canadian Railway Cases 
412, 1904. In this case the railroad raised the rates on cedar poles from five cents 
so ten and one-half cents because the railroad needed poles for its own use. 


268 PRINCIPLES OF INLAND TRANSPORTATION 


Missouri, Kansas, and Texas Railway once exacted an arbitrary of 
5 cents per 100 pounds over and above its local rate on all traffic 
received from connections. The arbitrary was put in force for the 
purpose of enabling mills located upon the Missouri, Kansas, and 
Texas to sell to territory served by that line. The Missouri, Kansas, 
and Texas enjoyed the entire haul upon business that originated 
upon its line and was sold to local consumers, while it often obtained 
but a comparatively short haul upon traffic received from its connec- 
tions.+ 

This was local discrimination because mills not located upon the 
Missouri, Kansas, and Texas paid relatively higher rates to a defined 
territory than did mills situated upon the lines of that particular 
railway company. 

Again, carriers sometimes force traffic to move in one direction 
rather than in another, in order to increase their revenues. In a 
case before the Interstate Commerce Commission in 1907 ? the Chi- 
cago, Burlington, and Quincy Railroad tried to compel Nebraska 
shippers to send their wheat East, instead of westward to Pacific 
coast terminals. It did this by insisting upon a very high rate of 
75 cents per 100 pounds on westbound wheat. At a normal rate 
of 55 cents to Pacific coast terminals, the Burlington would have 
moved wheat 425 miles to Denver and there delivered the commodity 
to a connecting line. For its service it would have received a division 
of 11.88 cents. When the wheat was carried East, the Burlington 
carried the freight the entire distance to Chicago, 635 miles, and its 
earnings were 26.75 cents. Naturally the Burlington was opposed 
to westbound wheat shipments, and tried to reduce the movement 
by high rates in so far as might be possible. The Commission ob- 
jected to the practice and required it to be discontinued. 


Greater Charges for Shorter Than for Longer Hauls 


There is one type of local discrimination which appears so fre- 
quently in discrimination cases that it requires a few words for it- 
self. ‘This is the case where a carrier charges more for a shorter 
than for a longer haul of the same or a like commodity over the 
same line and in the same direction. This class of discrimination 
gives rise to what are known as long and short haul, or Section 4, 
cases, from the terms of the section of the federal Act to regulate 
commerce in which they are mentioned. 


1 Blackwell Milling & Elevator Co. v. M. K. & T. Co., 12 I. C. C. 23, 1907. 
@A. J. Posr' Cans, CB. &.Q: Ry. Co, tod, C..Cl4a8. ree7, 
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Kramer v. Mojave, California 


One of the simplest instances of a greater charge for a shorter 
than for a longer haul which has come to the attention of the writer 
is characteristic of a certain rate structure in the state of Cali- 
fornia. The territory in which the rates are quoted lies in the south- 
ern part of the state, while the relative position of the towns affected 
is set out in the following diagram: 


’ 


~~~ Barstow 
4 


FREIGHT RATES BETWEEN Los ANGELES AND Points NorRTH AND EAST 


In this case the distances from Los Angeles to the towns men- 
tioned were, over the Atchison, Topeka, and Santa Fé Railroad, 174 
miles to Kramer, 212 miles to Mojave, and 411 miles to Lindsay. 
The rates were 78 cents to Kramer, 52 cents to Mojave, and 70 cents 
to Lindsay. The rate to Kramer was a noncompetitive, local charge. 
The rate to Mojave over the Santa Fé was, on the other hand, de- 
pressed by the competition of the Southern Pacific Railroad. The 
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fact that the haul to Mojave was longer than that to Kramer was 
not regarded as a conclusive reason against quoting a higher rate 
to this last-named place than to a destination 38 miles farther on. 


Owensboro vy. Henderson, Kentucky 


A slightly more complicated case of discrimination which illustrates 
the practice of charging a higher rate for a shorter than for a longer 
haul was recently reported from the state of Kentucky. 

Owensboro, Kentucky, is situated a few miles south of the Ohio 
River, between Louisville, Kentucky, and Evansville, Indiana. 


LOUISVILLE 


EVANSVILLE 


OWENSBORO 
HENDERSON 


OWENSBORO V. HENDERSON 


Owensboro lies, that is to say, between two cities, each of which may 
be reached at low cost by routes mostly operated through the indus- 
trial states of Indiana, Ohio, Pennsylvania, and New York, and 
each of which benefits from the active competition of two or more 
railroad lines. ‘There is, on the other hand, but one line of railroad 
through Owensboro. 

A not unnatural result of the presence of competition at Louisville 
and Evansville and its absence at Owensboro is that the railroad 
rates to the last-named town are relatively high. They are even 
high as compared with rates to Henderson, south of Evansville, but 
ependent upon it. From New York, for instance, the Owensboro 
(‘ate in 1923 exceeded the rates to Henderson on Classes 1 and 6 in 
amounts of 10, 8, 5, 1.5, 2.5, and 1.5 cents, respectively. Meanwhile, 
traffic passing through Louisville from the East on its way to Hen- 


1 Railroad Commission of California, vol. x, pp. 368 ff., 1916. 
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derson passed through Owensboro on its voyage to ultimate desti- 
nation. This was a clear case of a greater charge for a shorter than 
for a longer haul. 

The distance from Louisville to Owensboro was 114 miles; that 
to Henderson, 144 miles. Generally speaking, traffic originating at 
or destined to points on the Louisville-Henderson line moved via 
Louisville when to or from points north and east of that gateway, 
and via Henderson and Evansville when to or from points north 
and west of that gateway.! 

Owensboro complained, but without result. The Henderson rate 
proved to be upon too low a basis to be extended to all the towns 
upon the Louisville, Henderson, and St. Louis Railroad. Yet the 
Louisville-Henderson rate was the maximum possible to be charged 
at Henderson, for any increase would have driven shippers to use 
the Evansville gateway from the East. Why increase such a rate 
when the change would not affect the cost of laying down supplies 
either at Owensboro or at Henderson, but only the routing of traffic 
to these places? The case came before the Interstate Commerce 
Commission, but the Commission refused to act. 


English Cases—Budd v. London and Northwestern 


A third case, selected from English experience, is that of Budd vz. 
London and Northwestern Railway Company.? This was an action 
brought by proprietors of iron and tinplate works at Ystalyfera, 
twelve miles distant from Swansea on the London and Northwestern 
Railway. The location of the works and the routes from the west 
coast of England to Liverpool are indicated upon page 272. 

The Ystalyfera district adjoined the London and Northwestern 
Railway, and shipper’s plant connected with the railroad by a siding. 
The rate from the Ystalyfera works to Liverpool was twelve shill- 
ings and sixpence per ton. Meanwhile, there were other iron and 
tinplate manufacturers, located near Swansea, who were charged 
only eleven shillings and fourpence per ton for the haul of their 
products to Liverpool. This lower rate was due to the competition 
of the sea route from Swansea to Liverpool, and the rate of eleven 
shillings and fourpence was fixed in order to enable the railroad 
to compete with the ocean line. Manufacturers at Ystalyfera could 
not use the ships and had, therefore, no way of escaping a higher 


1 Owensboro Chamber of Commerce v. L. H. & St. L. Ry. Co., 81 I, C. C, 145, 1923. 
24 Railway and Canal Traffic Cases, 393, 1895. 
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charge. The facts were similar to those brought out in American 
cases, and the statute law which governed it was much the same. 


LIVERPOOL 


' SY STALYFERA 
‘ 
g SWANSEA 


Bupp vy. LONDON AND NORTHWESTERN 


Statute Law in England Relative to Discrimination 

In both England and the United States, what has been referred 
to as Section 4 rate-making is covered by those general sections of 
the countries’ statute law which relate to discrimination. 

In England, the law is to be found in sections of the Railway and 
Canal Traffic Acts of 1854 and 1888, reading as follows: 


Act of 1854: “No (Railway Company or Canal Company, 
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or Railway and Canal) Company shall make or give any undue 
or unreasonable Preference or Advantage to or in favour of 
any particular Person or Company, or any particular Descrip- 
tion of Traffic, in any respect whatsoever, nor shall any such 
Company subject any particular Person or Company, or any 
particular Description of Traffic, to any undue or unreasonable 
Prejudice or Disadvantage in any respect whatsoever.” ! 

Act of 1888: “Whenever it is shown that any railway com- 
pany charge one trader or class of traders, or the traders in any 
district, lower tolls, rates, or charges for the same or similar 
merchandise, or lower tolls, rates, or charges for the same or 
similar services, than they charge to other traders, or classes 
of traders, or to the traders in another district, or make any 
difference in treatment in respect of any such trader or traders, 
the burden of proving that such lower charge or difference in 
treatment does not amount to an undue preference shall lie on 
the railway company. 

“In deciding whether a lower charge or difference in treat- 
ment does or does not amount to an undue preference, the court 
having jurisdiction in the matter, or the Commissioners, as the 
case may be, may, so far as they think reasonable, in addition 
to any other considerations affecting the case, take into con- 
sideration whether such lower charge or difference in treatment 
is necessary for the purpose of securing in the interests of the 
public the traffic in respect of which it is made, and whether the 
inequality cannot be removed without unduly reducing the rates 
charged to the complainant: Provided that no railway company 
shall make, nor shall the court, or the Commissioners, sanction 
any difference in the tolls, rates, or charges made for, or any 
difference in the treatment of, home and foreign merchandise, in 
respect of the same or similar services. 

“The court or the Commissioners shall have power to direct 
that no higher charge shall be made to any person for services 
in respect of merchandise carried over a less distance than is 
made to any other person for similar services in respect of the 
like description and quantity of merchandise carried over a 
greater distance on the same line of railway.” ” 


A later section in the English Act of 1888 expressly approves group 
rates in principle, provided that the groups be not unreasonably wide. 


117 & 18 Victoria, 1854, Cap. 31. 
2 6t & 52 Victoria 1888, Cap. 25. 
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Finally, the English Railways Act of 1921 directly provides for 


lower charges in some instances for longer than for shorter hauls 
by declaring that where two places are connected by routes belong- 
ing to or operated by two or more railway companies, the circuitous 
route may adopt the direct route’s rate between these places. No 
route is to be regarded as circuitous which is not at least 30 per cent 
longer than the direct route between termini. On the other hand, 
if the circuitous route is more than 50 per cent longer than the 
direct route, special consent to meet the rate of the direct route 
must be obtained from the Rates Tribunal set up by the Railways 
Act. 


Section 3 of the Act to Regulate Commerce 


In the United States, Section 3 of the Act to Regulate Commerce 
is applicable to all instances of local discrimination. ‘This section 
contains the following language: 


“That it shall be unlawful for any common carrier subject to 
the provisions of this Act to make or give any undue or un- 
reasonable preference or advantage to any particular person, 
company, firm, corporation, or locality, or any particular de- 
scription of traffic, in any respect whatsoever, or to subject any 
particular person, company, firm, corporation, or locality, or any 
particular description of traffic, to any undue or unreasonable 
prejudice or disadvantage in any respect whatsoever.” 


In this country, the statutory clauses dealing specifically with con- 
cessions on hauls to remote as compared with hauls to nearer destina- 
tions are to be found in Section 4 of the Act to Regulate Commerce. 
This section was incorporated in the original Act of 1887, and has 
twice been amended since that time. 


Section 4 of the Act to Regulate Commerce 


Section 4 of the federal Act of 1887 read, when first enacted, as 
follows: 


“That it shall be unlawful for any common carrier subject 
to the provisions of this act to charge or receive any greater 
compensation in the aggregate for the transportation of passen- 
gers or of like kind of property, under substantially similar cir- 
cumstances and conditions, for a shorter than for a longer 
distance over the same line, in the same direction, the shorter 


1 qr and 12 George V 1921, Cap. 55. 
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being included within the longer distance; but this shall not be 
construed as authorizing any common carrier within the terms 
of this act to charge and receive as great compensation for a 
shorter as for a longer distance: Provided, however, That upon 
application to the Commission appointed under the provisions 
of this act, such common carrier may, in special cases, after 
investigation by the Commission, be authorized to charge less 
for longer than for shorter distances for the transportation of 
passengers or property; and the Commission may from time to 
time prescribe the extent to which such designated common 
carrier may be relieved from the operation of this section of this 
Pe) eae 


This section, numbered 4, was introduced into the law in 1887 on 
the insistence of Judge Reagan of Texas. It forebade, it will be 
observed, charging a higher rate for a shorter than for a longer haul, 
but with certain exceptions that will presently be mentioned. The 
prohibition was the work of Judge Reagan; other people were re- 
sponsible for the exceptions. 

Judge Reagan felt, in 1887, that railroads would cut rates at com- 
petitive points, if not restrained, to a figure below cost, and would 
recoup themselves by advancing rates at stations where competition 
did not exist. His opponents argued that railroad competition at 
competitive centers was an advantage to the general public because 
it tended to reduce through rates. They also declared that other 
persons benefited by this competition, for they believed that carriers 
which lowered rates at competitive points still earned some surplus 
over out-of-pocket costs upon the business that they secured, and 
did not, therefore, call so heavily upon noncompetitive traffic for 
revenue with which to meet their general costs. These arguments 
on either side are repeated to-day with little change after forty years. 


Interpretation of the Law 


As a matter of fact, Section 4 as first enacted produced less effect 
upon railway business than was expected, because the exceptions in 
the law proved more important than had been supposed would be 
the case. The principal clause cited by railroad companies which 
desired to construe their obligations narrowly was that which con- 
tained the words “under substantially similar circumstances and 
conditions.” It was eminently proper to put these words into the 
law. Indeed, if the legislature had not inserted them, the courts 


194 Stat. L. 379, 380, 1887. 
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would have supplied them by interpretation. But it was none the 
less difficult to apply them to concrete cases. The railroads con- 
tended that if there was competition at town A and no competition 
at town B, then conditions were dissimilar at A and B, and that a 
lower charge to the former was permissable even though A was more 
distant than B and upon the same line. The Interstate Commerce 
Commission replied that mere competition at the more distant town 
did not justify a lower rate, unless the competitor was a water car- 
rier or a railroad not subject to the Act to Regulate Commerce. 

The United States Supreme Court ruled against the Interstate 
Commerce Commission upon this point, holding that competition by 
a railroad subject to the act was also a condition which might make 
conditions dissimilar. Such a conclusion may have been inevitable 
from a legal point of view. Since, however, railroads seldom thought 
of charging less to a distant than to a near-by point except under 
pressure of rail or water competition, this ruling rendered Section 
4 practically ineffective; and it so remained between 1897, the date 
of the Alabama Midland decision? and the passage of the Mann- 
Elkins Act of rgIo. 


Amendment of 1910 


The Act of 1910 made three changes in Section 4. 

The first and most important alteration was the elimination of the 
words “under substantially similar circumstances and conditions.” ? 
The effect was to allow comparisons of long and short haul rates, 
even when conditions were not similar, and to force carriers to rely 
upon the dispensation of the Interstate Commerce Commission as 
provided in the original law, as a condition of continuance of greater 
charges for shorter than for longer distances. Henceforth it was to 
be the Commission which was to decide when the law should be 
suspended, not the courts. 

The second change was the insertion of words in the section which 
made the law clearly applicable to routes made up of several con- 
necting railroad lines as well as to rate relations upon a single rail- 
road. ‘This had not been the original intention of the framers of the 
Act of 1887, but in the course of time the amendment came to seem 
both natural and desirable. 

Finally, the act provided that when a railroad reduced rates to or 
from competitive points in competition with a water route it should 


1J. C. C. v. Alabama Midland Railway Company, 168 U. S. 144, 1897. 
436 Stat. L. $30, 547, 1910, 
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not be permitted to increase them again unless the proposed in- 
crease could be shown to rest upon changed conditions other than 
the elimination of water competition. It may be said that applica- 
tion of this rule has proved difficult and that the law in this respect 
is not to-day enforced. 


Amendment of 1920 


In 1920 Section 4 was once more amended, so that the proviso 
now reads as follows: 


“Provided, 'That upon application to the Commission such 
common carrier may in special cases, after investigation, be 
authorized by the Commission to charge less for longer than 
for shorter distances for the transportation of passengers or 
property; and the Commission may from time to time pre- 
scribe the extent to which such designated common carrier may 
be relieved from the operation of this section; but in exercising 
the authority conferred upon it in this proviso the Commission 
shall not permit the establishment of any charge to or from the 
more distant point that is not reasonably compensatory for the 
service performed; and if a circuitous rail line or route is, be- 
cause of such circuity, granted authority to meet the charges 
of a more direct line or route to or from competitive points and 
to maintain higher charges to or from intermediate points on 
its line, the authority shall not include intermediate points as to 
which the haul of the petitioning line or route is not longer 
than that of the direct line or route between the competitive 
points; and no such authorization shall be granted on account of 
merely potential water competition not actually in ex- 


istence: . .. °° * 


The reader will note the addition of the words “reasonably com- 
pensatory,” and the clauses relating to charges upon a circuitous 
railroad line. By reasonably compensatory is apparently meant a 
rate which yields something more than out-of-pocket costs, although 
how much more it is difficult to say. The reference to circuitous 
routes can be illustrated by a diagram. 

Let the line AXB represent the direct route between A and B, 
and let the line AYB represent the indirect route. The distance 
from A to B wia X is 400 miles; the distance from A to Y is also 
400 miles; while the distance AYB is 600 miles. 


lar Stat. L. 456, 480, 1920. 
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Under these conditions the Commission is authorized to permit 
carrier AYB to charge the same rate over its circuitous line between 
A and B that carrier AXB charges over its dircet line, and to main- 
tain also a higher level of charges from A to points O and P. The 
rate from A via Y to B, for instance, may be $1, the rate to O, $1.25, 
and the rate to P, $1.50. But the rate from A to Y, says the law, 
shall not be greater than the rate from A via X to B, because the 
distance is no greater. 

There has been no further change in Section 4 of the Interstate 
Commerce Act since 1920, although a minority in Congress refuses 
to admit that the presence of actual water competition at a more 


A 


400 miles 
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distant point justifies carriers in reducing rates on the longer, below 
rates on the shorter, intermediate haul, and has unsuccessfully ad- 
vocated still further amendment of the law. The minority is led 
by Senator Gooding, of Idaho, who is especially interested in trans- 
continental railroad rate-making. 


Defense of Greater Charges for Lesser Hauls 


The argument by which greater charges for shorter hauls is justi- 
fied in the United States rests upon two premises. First, that excep- 
tionally low rates must be quoted to terminal points in order to secure 
business. And second, that such low rates may be sufficient to cover 
the out-of-pocket costs of the traffic which they are designed to 
attract, and to make some contribution also to the general expenses 
of the railroad, although they do not yield an average profit and 
therefore cannot be generalized without depriving the railroad com- 
pany of that fair return upon its investment which it must have to 
live. 
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When the facts are as stated, the effect of so-called long and short 
haul rate making is to allow the railroad which quotes the low rate 
to earn some extra revenue, while the position of intermediate towns 
is rather improved than made worse, because these towns are no 
longer required to bear the full burden of general railroad expenses 
that they would otherwise be obliged to support. 

Most students of railroad economics agree that the railroad posi- 
tion as outlined in the two preceding paragraphs is in so far sound. 
Even the Interstate Commerce Commission shares this view. On 
the other hand, the difference between long haul and short haul 
rates is sO great in many instances as to suggest that the near-by 
points are unreasonably taxed, and, more serious still, the partici- 
pation of circuitous lines in the haul between given termini occasions 
waste in transportation in many cases which is difficult to defend. 
Round-about hauls are not always wasteful, but they frequently 
are, and a rate-making policy which provides indifferently for ship- 
ments over shorter or over longer routes should at least be cautiously 


applied. 
The Theory of Equalization in Local Rate-making 


While instances of greater charges for shorter hauls over the same 
line in the same direction undoubtedly present the most extreme 
examples of what is known as local discrimination, we have to bear 
in mind that local discrimination is by no means confined to prac- 
tices of this type. In substance, indeed, any rate adjustment is 
discriminatory which does not relate rates in ways which conform 
to prevailing views of public policy. It is the function of courts 
and commissions through decisions, and of legislatures through 
laws, to express these views, and it is the duty of railroads to be 
guided by them. 

We shall conclude this chapter with a brief discussion of two gen- 
eral contentions which have figured in cases of local discrimination 
before the Interstate Commerce Commission, referring the reader 
to the chapters upon the theory of rates for additional treatment 
of the principles involved. 

The first contention is that rates should be so adjusted as to admit 
a maximum number of producing centers into any market, and so 
also as to give every locality a maximum number of sources from 
which to draw its supplies. Still another illustration of the same 
principle is the demand of distributing centers for rates which will 
place them on an equality with each other in handling trade be- 
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tween important sources of production and the markets in which 
these supplies are sold. 

The contention just referred to explains a number of American 
rate practices which would otherwise be hard to understand. Such 
is, for instance, the quotation of export rates from the Middle West 
through the Atlantic seaboard cities of New York, Philadelphia, 
Baltimore, Boston, and Newport News, in inverse proportion to the 
cost of ocean transportation from each town to the European mar- 
kets in which all of the cities named sell their wares. The pur- 
pose clearly is to give each of the towns mentioned a share of the 
through business. Is this fair? Is it wise? Is it in accord with 
public policy? Or should rates be based upon cost, distance, or some 
other physical fact, and business be allowed to go where it will? 

The same question may be asked when a number of coal mines 
are assigned to a rate group in which each producer pays the same 
rate to market as his competitor in spite, sometimes, of considerable 
differences in the distances hauled. Steel plants, fruit ranches, cot- 
ton mills, and many other types of producers as well are often treated 
in this way. Indeed, study will show that the equalization principle 
is widely recognized in American rate-making, and that it receives 
some, though perhaps less complete application, in the rate systems 
of European states. The advantage of the practice is that it decen- 
tralizes industry. its disadvantage is that it tends to increase the 
volume of transportation required in the production and distribution 


of goods. 


The Principle of Natural Advantage 


The second contention which is advanced in cases involving rela- 
tive rates between different places is that rate structures should 
recognize natural advantages, not seek to counteract them. This 
theory is opposed to the principle of equalization. It tends to pre- 
serve and to emphasize inequalities, not to cover them over. Its 
influence is rather, therefore, to concentrate than to distribute indus- 
try. 

According to the Interstate Commerce Commission, cities may 
possess the following natural advantages connected with transporta- 
tion: 

1. Nearness. Obviously, nearness to market is a natural ad- 
vantage, as is nearness to source of supply. 

2. Low cost of operation. The effect of low cost is analogous 
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to the effect of nearness. The simplest case is that of a route be- 
tween two towns which is devoid of natural obstacles, such as moun- 
tains or streams. A city which reaches its markets over such a 
route possesses a natural advantage that may be recognized in the 
rate. 

3. Competition. In addition to nearness and ease of access, a 
town which is located at the junction of a railway and a waterway 
or of two railways, or, indeed, of any two routes over which ship- 
ments can be made, has a natural advantage. This is essentially 
the argument upon which the transcontinental rate structure is built 
up, and also that upon which the Section 4 cases are decided. Not 
only direct competition should be considered under this head, but 
market competition also. When a town can buy from several mar- 
kets, or when it can sell in several markets, although there may be 
but one route from or to each destination, it enjoys a bargaining 
advantage which is important. 

The type of instances in which the theory of natural advantage 
has played a prominent part may be illustrated by the following 
cases: 

In 1917, producers of pig iron in Alabama and Tennessee asked 
for a reduction in rates to points in New England and Trunk Line 
territories. They argued that southern iron was at a disadvantage 
in Eastern and New England markets as compared with iron from 
near-by furnaces, and that their competition should be encouraged 
by a decrease in rates. To this argument the Commission replied 
that it was not its function to balance commercial conditions or to 
equalize advantages growing out of location so as to bring manu- 
facturers and markets into competition upon equal terms.1 

In 1913, the city of Port Arthur, Texas, asked for reductions in 
its rates on export cotton, in order to bring these rates 1.5 cents below 
the rates to Galveston. Port Arthur and Galveston were in competi- 
tion. Galveston was located upon the Gulf of Mexico. Ships reached 
Port Arthur, on the other hand, only after 7 or 8 miles voyage 
through an artificial channel. Besides this, cargoes were uncertain 
at Port Arthur, but reasonably certain at Galveston, while Port 
Arthur was 340 miles from the cotton-growing area in Texas, and 
Galveston was only 285 miles from these districts. In short, Port 
Arthur was at a disadvantage as compared with Galveston, and 
desired to offset this disadvantage by securing a corresponding ad- 


1 Sloss Sheffield Steel & Iron v. L. & N. R. R. Co., 46 1. C. C. 559, 562, 563, 1917 
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vantage in its railroad rates. This the Interstate Commerce Com- 
mission refused to approve.! 

In 1916, the mills of Laona, Wisconsin, complained that it was 
impossible to sell lumber in Michigan in competition with mills 
located in Green Bay, Wisconsin, and in other towns on the western 
shore of Lake Michigan. The rate from Laona to Grand Rapids, 
Michigan, was then 15.9 cents per 100 pounds, and the rate from 
Green Bay, 10.5 cents. The distances involved were, respectively, 
290.31 and 219.2 miles. Laona asked for the same, or approximately 
the same, rates to Michigan points as those enjoyed by Green Bay, 
so that she might compete on equal terms. But the Commission 
replied that the Green Bay rates to Michigan were held down by 
the competition of car ferry lines across Lake Michigan. This con- 
stituted a natural advantage. The Commission did not believe that 
it was its function to equalize commercial conditions or to neutralize 
geographical advantages by such adjustments as would enable a 
shipper to compete in markets otherwise closed to him, and the peti- 
tion of Laona was therefore denied. 

The theory of natural advantage is reasonably easy to under- 
stand and to apply so long as the advantages contemplated are ex- 
pressed only in terms of cost of transportation. So interpreted, it 
becomes a doctrine justifying relations of rates based upon relative 
costs as contrasted with the equalization theory in which competition 
is given greater weight. The introduction of competition into the 
concept of natural advantage is, however, highly confusing. Prob- 
ably it is better not to take either theory too seriously, but to regard 
both the natural advantage and equalization doctrines rather as 
working rules, to be used alternatively in settling practical problems, 
than as genuine theories to be tested by the usual canons of scien- 
tific criticism. 


Relationships in Rates Determined by Economic Policy 


In the last analysis, the question of relative rates to or from com- 
peting localities is less a question of conformity between the practice 
of transportation companies and a rule of justice than it is a problem 
of economic statesmanship relating to the location of industry and 
to the selection of concentrating and distributing points for the 
products of factory, mine, and farm, If authority could determine 
a principle of rate-making, to consider only this aspect of the mat- 


1 Port Arthur Board of Trade v. Abilene & Southern Ry. Co., 27 I. C. C. 388, 1913. 
? Connor Lumber and Land Co. ». Akron, Canton & Youngstown Ry. Co., 40 I. C. 
CrimestonG: 
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ter, and if such a principle could be rigidly applied, then the com- 
petition for geographical industrial advantage might take place out- 
side of rates and unconcerned with it, much as the competition in 
a game of cards is subject to the rules of the game and unconcerned 
with their revision. ‘There are examples in some countries and in 
some transportation where this condition exists, but they are rare. 
So long as routes compete, and the rights of geographical or indus- 
trial units to share in a described traffic are subjects for discussion, 
then so long must existing or proposed relationships in transporta- 
tion find their ultimate justification in their effect upon the structure 
of industrial society and the efficiency with which the production 
and distribution of goods is carried on. This may be expressed in 
the doctrine that problems of local discrimination are to be resolved 
from the point of view of economic policy. While such a practice 
may seem to lack certainty and finality, it alone can assure con- 
sideration of all the factors in each situation on which decision must 
depend. 
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CHAPTER XVI 


THE RELATIONS BETWEEN CARRIER AND SHIPPER, 
COMMON-CARRIER LIABILITY 


Salient Facts in Transportation 


The salient facts in transportation are, first, the presence of a 
complicated machine which makes movements possible in certain 
directions over pathways of earth, water, air, and steel, and second, 
the actual movement of persons and things in immense volume upon 
the paths that have been laid out. These are the matters with which 
preceding chapters have been concerned. 

It is not desirable, nor scarcely possible, in a single treatise to 
discuss each of the many aspects from which this mechanism and 
movement may be regarded. We shall, however, from this point 
in the discussion select such topics relating to transportation as ap- 
pear to the author appropriate to a study of the economic and busi- 
ness portions of the subject. 


Relation Between a Common Carrier and Its Public 


The first of these topics concerns the general legal relations which 
exist between a common carrier and its public. 

The distinguishing mark of a common carrier is that he under- 
takes generally, and for all persons indifferently, to carry goods or 
persons and deliver them, for hire. The private carrier transports 
for himself or for a narrowly defined clientele; the common carrier 
transports for anyone who will pay his charges. Most inland water 
carriers, most railroads, street and interurban railways, most com- 
mercial air lines, and many automobile freight or passenger organiza- 
tions are common carriers. The term, therefore, includes the major 
portion of the agencies which carry on the business of transportation 
in the United States and in England. 

Now in the course of time, communities have recognized the ex- 
treme convenience of the common carrier, both for the transporta- 
tion of passengers and for that of goods. And as this appreciation 
has grown, so has the tendency to fix certain responsibilities upon 
the persons who present themselves, offering to serve the public. 
Some of these responsibilities are traceable to the conditions under 
which the first common carriers operated, such as the wildness of 
the times, the loneliness of roads, and the dangers of theft. Others 
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are perhaps due to the monopoly possessed by many carriers, and 
to the dangers of extortion. Carriers can avoid these responsibilities 
by withdrawing from public employ, but there is profit in common 
carriage, and the enterprise has not lacked in representatives, 

The chief responsibilities laid upon the common carrier to-day may 
be stated as follows: 


1. The carrier may not refuse to serve. 

2. The carrier must serve at a reasonable price. 

3. The carrier must serve all equally. 

4. The carrier is responsible for the safe delivery of the goods or 
persons committed to its care. 

Let us consider these responsibilities in turn. 


Liability of Common Carriers 


In the daily work of the common carrier the responsibility which 
is most frequently insisted upon by the public is that for the safe 
delivery of goods which have been intrusted to the railroad’s care. 
This responsibility is frequently referred to as the liability of 
an insurer. The railroad, that is to say, is regarded as an insurer 
of the commodities which it transports, and is asked to make loss 
or damage good, whether or not the injury is the result of its own 
fault. 


Railroad is Not Technically an Insurer 


Strictly speaking, the railroad is not an insurer. This point was 
decided by the United States Supreme Court a number of years ago 
in a case in which suit was brought against the Nashville and Chat- 
tanooga Railroad Company to recover the value of a consignment of 
cotton destroyed by fire while in the railroad’s hands. 

The cotton in question had been insured by an insurance company, 
and this company, having paid the loss, sued the railroad in the 
name of the shipper. The railroad refused to pay, alleging that it 
stood in relation to the owner at most in the position of double in- 
surer, and that the owner, being indemnified, could not thereafter 
sue or permit suit in his name against the carrier. 

In reply to this argument the court ruled that the railroad was 
not an insurer, although often loosely so called. Its contract, the 
court said, was not one of indemnity, independent of the care and 
custody of the goods shipped; it was not entitled to a cession of the 
remains of the property, or to have the loss adjusted upon principles 
peculiar to the law of insurance. ‘The insurance company which 
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had originally paid the shipper for the loss was therefore allowed to 
maintain suit in the shipper’s name, and eventually to recover the 
value of the cotton from the railroad.! 


Nature of the Carrier’s Liability 


While the railroad is not, therefore, technically an insurer of the 
articles it transports, it is nevertheless subject to peculiar liability 
with regard to them. Where injury or loss occurs the presumption 
is that the railroad is at fault. Though there are exceptions which 
will presently be mentioned, the general rule is that proof that goods 
are delivered to a carrier in good condition, and received back by 
the consignee in bad condition, is sufficient to support a claim for 
recovery. 

The common-law liability of carriers in old England was stated 
many years ago to be that if “a delivery to carry or otherwise man- 
age ... ” is made “to one that exercises a public employment, . . . 
and he is to have a reward, he is bound to answer for the goods 
at all events. ... The law charges this person,” said Lord Holt, 
“thus intrusted to carry goods, against all events, but acts of God, 
and of the enemies of the King. For though the force be never so 
great, as if an irresistible multitude of people should rob him, never- 
theless he is chargeable. And this is a politic establishment,” the 
judge continued, “contrived by the policy of the law, for the safety 
of all persons, the necessity of whose affairs oblige them to trust 
these sorts of persons, that they may be safe in their ways of deal- 
ing; for else these carriers might have an opportunity of ondoing 
all persons that had any dealings with them, by combining with 
thieves, &c., and yet doing it in such a clandestine manner as would 
not be possible to be discovered. And this is the reason the law is 
founded upon in that point.” * 

It would be unjust to our railroad managements to argue that 
they are prone to-day to conspire with thieves to the disadvantage of 
shippers, but the policy of the common law as it was formulated 
in medieval England still finds justification by reason of the ship- 
per’s inability to determine, in most cases, the cause of loss or dam- 
age to goods when loss or damage occurs. The injury commonly 
occurs at a distance from the shipper’s place of business. He has 
no representative upon the ground, nor any means of obtaining in- 
formation from the carrier’s servants. Not only is the carrier the 


1 Hall and Long v. The Railroad Companies, 80 U. S. 367, 1871. 
* Coggs v. Bernard, 2 Lord Raymond, 909; 1 Smith’s Leading Cases, 369; cited in 
52 I. C. C. 671, 1919, 
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better informed party, but it is usually in a better position than 
the shipper to prevent repetition of the loss in later cases by adopting 
proper safeguards. Even under changed economic conditions, there- 
fore, the legal rule imposing liability upon the carrier irrespective 
of negligence remains a “politic establishment” and is consistently 
enforced by the courts. 


Excepted Causes 


We have now stated the common-law principle which controls 
the assignment of responsibility as between carriers and shippers in 
case of loss or damage. There are, however, certain exceptions to 
the rule laid down, as there are to most rules. The carrier’s peculiar 
liability does not extend to losses due to the following causes: 


Acts of God. 

Acts of the public enemy. 

Acts of the shipper himself. 

Acts of public authority. 

The inherent vice or nature of the goods transported. 


No 


wr KK ow 


In case of all such losses the carrier is only liable if shown to be 
negligent, and is not lable from the mere fact that goods have been 
damaged while in its custody. 

Let us consider a few instances which will illustrate the nature 
and limitations of a carrier’s liability according to the foregoing 
principles and qualifications thereof. 


Iilustrative Cases 


A simple recent case concerned the shipment of two pieces of 
granite from Minneapolis, Minnesota, to Waseca in the same state. 
The evidence tended to show that the blocks of granite were in good 
condition when delivered to the carrier, and that when they arrived 
at Waseca they were broken and had to be replaced. The damage 
was not due to one of the excepted causes, and the carrier was held 
liable, although it was not known that the injury proceeded from 
the carrier’s fault.t 

But the decision of the court was different in a case some years 
earlier which involved the loss of a pair of trunks. These trunks 
were delivered to a railroad at Cincinnati for transportation to 
Washington, D. C. There was continued and heavy rainfall while 
the trunks were en route, so much so that the carrier feared washouts 


1 Haglin-Stahr Co. v. Montpelier and W. R. R. Co., 102 Atl. 940, 1918. 


288 PRINCIPLES OF INLAND TRANSPORTATION 


and exercised great care in the handling of the train on which the 
trunks were loaded. Eventually the carrier even withdrew the train 
from its main track and placed it in a yard at Conemaugh, near 
the Conemaugh River. While the carrier’s equipment was sup- 
posedly safe at this point, a dam that held back a reservoir upon 
a tributary stream gave way, and a wave of water, descending a 
narrow valley, destroyed both the train at Conemaugh and its con- 
tents. ‘The catastrophe was known as the Johnstown flood. It 
caused loss, but the loss was due to an excepted cause, namely an 
act of God, and the carrier was not held liable.? 

An illustration of another excepted cause, the inherent vice of the 
article shipped, may be found in a case where a shipper forwarded 
a hogshead of molasses on one of the warmest days of summer. The 
molasses fermented and burst while being unloaded, but the carrier 
was not held responsible. Cases where cattle gore each other in 
course of transportation are similarly treated by the courts. 

Acts of the public enemy include damages due to acts of war. 
Thus, during the Civil War, railroads were not held liable for goods 
seized by the Confederate army,’ and the same rule would have been 
applied during the recent World War had articles within the juris- 
diction of American courts been seized by German armies. 

In short, there is a considerable class of cases involving loss or 
damage to goods where courts believe public policy not to require 
the application of the strict rule of carrier’s liability, but only a 
modified rule, coupling liability with negligence. 


Statutory Regulation of Liability 


In view of the occasional differences of opinion between courts, 
and the consequent uncertainty of the law with respect to excepted 
cases, many state legislatures have defined by statute the kinds 
of loss for which railroad companies shall be held liable. The best 
known provisions which derive their authority from statute are, 
however, not state, but federal. They are to be found in the clauses 
of the standard bill of lading and in the standard live-stock contract 
prescribed by the Interstate Commerce Commission under authority 
of Congress. 

The provisions of the standard bill of lading with respect to “ex- 
cepted causes” are as follows: 


1 Long v. Pennsylvania, 147 Pa. St. Rep. 343, 1892. 
2 Faucher v. Wilson, 38 Atl. 1002, 1895. 
3 Lewis & Co. v. Ludwick, 98 Am. Dec. 454, 1869. 
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“No carrier or party in possession of all or any of the prop- 
erty herein described shall be liable for any loss thereof or 
damage thereto or delay caused by act of God, the public enemy, 
the authority of law, or the act of default of the shipper or 
owner, or for natural shrinkage. ‘The carrier’s liability shall be 
that of warehouseman, only, for loss, damage, or delay caused 
by fire occurring after the expiration of the free time allowed 
by tariffs lawfully on file . . . after notice of the arrival of the 
property at destination or at the port of export (if intended 
for export) has been duly sent or given, and after placement of 
the property for delivery at destination, or tender of delivery 
of the property to the party entitled to receive it, has been made. 
Except in case of negligence of the carrier or party in posses- 
sion (and the burden to prove freedom from such negligence 
shall be on the carrier or party in possession), the carrier or 
party in possession shall not be liable for loss, damage, or delay 
occurring while the property is stopped and held in transit upon 
the request of the shipper, owner, or party entitled to make such 
request, or resulting from a defect or vice in the property, or 
for country damage to cotton, or from riots or strikes.” 


A briefer statement, though on some points more explicit, is printed 
in the uniform live-stock contract. 


“Except in the case of its negligence proximately contributing 
thereto, no carrier or party in possession of all or any of the live 
stock herein described shall be liable for any loss thereof or 
damage thereto or delay caused by the act of God, the public 
enemy, quarantine, the authority of law, the inherent vice, weak- 
ness, or natural propensity of the animal, or the act of default 
of the shipper or owner, or the agent of either, or by riots, strike, 
stoppage of labor or threatened violence. 

“Unless caused by the negligence of the carrier or its em- 
ployees, no carrier shall be liable for or on account of any in- 
jury or death sustained by said live stock occasioned by any 
of the following causes: Overloading, crowding one upon an- 
other, escaping from cars, pens, or vessels, kicking or goring or 
otherwise injuring themselves or each other, suffocation, fright, 
or fire caused by the shipper or the shipper’s agent, heat or cold, 
changes in weather, or delay caused by stress of weather or dam- 
age to or obstruction of track or other causes beyond the car- 


rier’s control.” 
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The clauses of the bill of lading and live-stock contract repeat the 
exceptions to carrier’s liability before discussed, with some additions. 
While the reader may be expected to observe these additions, they 
will not be now discussed beyond saying that exceptions to carrier’s 
liability may be multiplied by proper contract between the parties, 
or exceptions may be laid down by statute or prescribed by duly 
authorized state or federal commissions, and the new conditions will 
be sustained by the courts. 


Beginning of Common Carrier’s Liability 


We may now return to the general rule imposing responsibility 
upon common carriers for safe delivery of persons and property in- 
trusted to their care. Out of these principles grows a substantial 
part of the law of common carriers. We shall not, in this chapter, 
attempt to state the whole of railroad law, but we shall call atten- 
tion to a few of the matters which are frequently in dispute. 

One important question is as to the moment at which a carrier’s 
liability begins. Is the issue of a bill of lading necessary to fix re- 
sponsibility upon the railroad? Must the shipper deliver freight 
at the carrier’s depot? Must the freight be boxed or marked in any 
particular way? What, in brief, constitutes acceptance by the car- 
rier? 

In the case of Meloche v, Chicago, Milwaukee, and St. Paul Rail- 
way Company, the plaintiff was the survivor of the firm of Meloche 
Brothers, who, prior to August 25, 1896, carried on a drug business 
in the village of Ontonagon, Michigan. Some days before August 
25, the firm closed its drug store and packed the contents. The 
goods were properly marked for shipment to Ishpeming, Michigan, 
and were placed inside the defendant’s freight depot for immediate 
shipment. 

Because the railroad had no car by which to ship on the day of 
delivery, the freight was held until the following morning. In the 
afternoon of August 25, before the goods had been shipped and before 
a bill of lading had been issued, a fire occurred in Ontonagon which 
destroyed almost the entire village, including the goods of Meloche 
Brothers. On these facts, the railroad was held liable.t 

On the other hand, the railroad was not held liable in the case of 
Burrows v. Chicago, Burlington, and Quincy Railroad Company.” 
In this case the plaintiff testified that just prior to May 12, 1907, 


1 Meloche v. C. M. & St. P. Ry. Co., 74 N. W. 301, 1898. 
2 Burrowes v. C, B. & Q: R. Ri Coal, 123 N. W. 1028; 1909: 
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he had given a tent show in the village of Loup City, Nebraska. He 
desired to move his show to the village of Ashton, some twelve miles 
distant on the line of defendant’s railroad. May 12 was Sunday. 
On that day the railroad placed a car on its side track at the plain- 
uff’s disposal, and he was notified of its position. On Sunday after- 
noon, plaintiff and his employees took possession of the car and 
placed therein his main tent with its poles, stakes, ropes, and so 
forth, together with a gas machine which he used to manufacture 
gas and thus supply light for his evening performances. When he 
had partly loaded his outfit he or one of his men closed the car door. 
The remainder of his plant, which included his cook tent, his sleeping 
tents, and bedding, together with some personal baggage, his gaso- 
line stove and cooking utensils, were kept out for use overnight. 
These were to be loaded the following morning, and plaintiff was then 
to furnish a statement of weights and contents to the railroad agent, 
who would then seal the car and fix the charges for transportation. 
The car was to go forward with the company’s 9:30 passenger train. 

On Monday morning, at about five o’clock, it was discovered that 
the car which contained plaintiff's goods was on fire. In spite of all 
efforts to extinguish the blaze, the car with its contents was totally 
destroyed. No notice was given to the defendant or to its agent 
that plaintiff had commenced to load the car, and the railroad agent 
had no actual knowledge of the fact of loading until the car was 
discovered to be on fire. 

In neither of these cases did the goods start upon their journey 
to destination. In neither case was a bill of lading issued. In the 
one case, however, the shipper had completed his share in the trans- 
action. He had packed the freight, marked it, and placed it in the 
carrier’s depot ready for transportation. The carrier’s agent was 
aware that the freight was on hand. The delivery was complete. 
In the other case, the shipper delayed the completion of loading 
for his own convenience. The consignment was not ready to move, 
but something still remained to be done by the shipper before trans- 
portation could be begun. The delivery was incomplete, and the 
shipper, not the carrier, was still responsible for the safety of the 


goods. 
Ending of Liability 


Another important question is as to when the liability of a com- 
mon carrier ceases. Until this liability is at an end, the carrier must 
make loss good, irrespective of the cause of the loss, unless “excepted 
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causes” are responsible. After liability ceases the common carrier 
is liable only for the negligence of its agents. 

On this point two contradictory rules are to be found in the com- 
mon law. 


Norway Plains Case 

One of these rules is known as the “Massachusetts rule,” and 
springs from a decision in the leading case of Norway Plains »v. 
Boston and Maine Railroad Company. 

The Norway Plains case involved two parcels which were shipped 
from Rochester, New Hampshire, to Boston, Massachusetts. One 
parcel arrived on Saturday, November 2, and was ready for de- 
livery at least as early as November 4. The other parcel reached 
Boston late on Monday, November 4. The consignee knew on 
Monday that his goods had arrived, but he did not take them. Dur- 
ing the night of November 4 the railroad station at Boston burned 
down and the parcels were destroyed. 

In this case the judgment was for the carrier. The court held 
that the responsibility of the railroad as common carrier continued 
until the goods were removed from the cars and placed upon the 
platform. If it was not possible to deliver the goods at once, be- 
cause the consignee was not at hand or for any other reason, the 
carrier was required to keep the freight safely, but its liability was 
only for loss or damage due to its own negligence.? 


Moses v. Boston and Maine Railroad Company 


The other rule is known as the New York or New Hampshire rule. 
It is in substance that the peculiar liability of the railroad continues 
after arrival of the goods until consignee shall have had a reasonable 
time to remove them from the carrier’s premises. 

The leading case which supports this principle is Moses v. Boston 
and Maine Railroad Company.? Here it appeared that the Boston 
and Maine Railroad carried ten bags of wool from Exeter to Boston, 
Massachusetts, between November 2 and 4, 1850. The wool reached 
the railroad’s Boston depot between one and three o’clock in the 
afternoon of November 4. From two to three hours were required 
to unload from cars to warehouse, and the warehouse closed at five 
o'clock. ‘The wool was still in the warehouse at five, and during 
the night of November 4 it was destroyed by fire. 

Under the decision in the Norway Plains case the carrier would 


1 Norway Plains Co. ». Boston & Maine R. R. Co., 61 Amer. Dec. 423, 1854. 
264 Am. Dec. 381, 1856. 
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not have been liable on the foregoing facts, for the wool had cer- 
tainly arrived and had been unloaded from the cars before the fire 
occurred. But in the Moses case the court held that arrival was 
not enough. ‘The consignee was entitled to a reasonable time in 
which to remove his goods, and during that time the railroad was 
liable as common carrier for loss irrespective of negligence. 


Mark Owen Case 


It is of some interest to observe that the carrier’s liability con- 
tinues for the time specified in the tariff or bill of lading, even 
though the consignee has commenced to unload. This principle was 
laid down by the United States Supreme Court as late as 1921, in 
the case of Michigan Central v. Mark Owen & Company.! 

In this case four carloads of grapes reached Chicago at different 
times. Upon the arrival of each car it was placed upon a public- 
delivery track of the railroad company. The consignee accepted 
each car, breaking the seals thereof, and both parties agreed that 
at the time the consignee started to unload, each of the cars con- 
tained all the grapes which had been originally given to the railroad 
for transportation. 

Subsequent to the beginning of unloading, 126 baskets of grapes 
disappeared. The shipment moved under a bill of lading which con- 
tinued carrier’s liability for forty-eight hours after arrival of freight, 
but carrier maintained that its special liability had been terminated, 
nevertheless, by consignee’s access to and partial removal of the 
goods. This the Supreme Court refused to concede, and the rail- 
road was held responsible for the loss incurred. 


Limitation of Liability 


In any ordinary transaction either party may stipulate in the 
contract for a limitation of his lability. This the common carrier 
may also do, within limits. While he may not avoid responsibility 
for losses due to his own negligence, he may add, as we have seen, 
to the list of losses for which he is to be hable as warehouseman 
only. Moreover, the carrier may quote rates which are dependent 
upon the value of the articles shipped. If the shipper fails to de- 
clare what the value is, then the carrier will charge a minimum 
rate, and if loss or damage occurs, may refuse to be responsible 
for more than a minimum amount, which will be stated in the bill 
of lading. If the shipper declares a value that is above the minimum, 


141 Sup. Ct. Rep. 554, 1921. 
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the carrier’s responsibility will be greater, but it will be entitled 
to a higher rate. 

An example of successful limitation of liability by a common 
carrier may be found in the American Express Company case of 
1917.1 Here a colt was shipped under a so-called live-stock contract. 
The contract contained spaces in which the freight was described. 
It further stated the rate to be charged, and that the rate was 
dependent upon the value of the goods. This was followed by 
Clause 3. This clause contained enumerations of various classes 
of animals, and fixed a primary valuation for each class; for in- 
stance, “For & shores .« . S100." “For 2 colte 2. . $607” 
The fourth and fifth clauses provided that after ascertaining the 
rate to be charged for all classes of animals embraced in Clause 3 
by applying to those classes the rate provided by the tariff sheets 
filed with the Interstate Commerce Commission, there should be 
added to such rate a stated percentage of the amount by which the 
declared valuation of the shipper exceeded the primary valuation 
fixed by the terms of Clause 3. The fifth clause also concluded with 
the declaration that the shipper, in order to avail himself of the 
alternative rates, had declared a value as follows, and contained 
blanks for the insertion of such a valuation. 

In this case the shipper made no declaration of value. The colt 
moved at the lowest rate. The animal was lost. The owner sued 
to recover $1,916.70, being the colt’s full value, but recovered instead 
$50, or the limited value stipulated in the live-stock contract sum- 
marized above. 

A contract limiting liability need not, under the common law, be 
signed by the shipper—it is not even necessary that the shipper read 
it. It is sufficient that he forward freight under a bill of lading 
that contains limiting clauses. On the other hand, the limitation 
must take place by contract, express or implied. A newspaper or 
bulletin-board notice disclaiming responsibility will not, for instance, 
protect the carrier, and the railroad must give a consideration in 
return for the benefit which it secures. All these and still other 
matters have been discussed by the courts. 

In actual practice the extent to which carriers may limit their 
liability for loss or damage to freight is controlled by statute, so 
that it is necessary to consult the laws of the different states in 
order to determine finally the carrier’s responsibility in any given 
case. On interstate shipments, and particularly with regard to losses 


American Express Co, », U. S. Horse Shoe Co., 37 Sup. Ct. Rep. 595, 1917. 
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which are the result of carriers’ negligence, the relations between 
carrier and shipper are governed by the following acts: 


Carmack Amendment 


The material provisions of the Carmack amendment to section 
20 of the Act to Regulate Commerce, approved June 29, 1906,! are 
as follows: 


“That any common carrier, railroad, or transportation com- 
pany receiving property for transportation from a point in one 
state to a point in another state shall issue a receipt or bill of 
lading therefor and shall be liable to the lawful holder thereof 
for any loss, damage, or injury to such property caused by it 
or by any common carrier, railroad, or transportation company 
to which such property may be delivered or over whose line 
or lines such property may pass, and no contract, receipt, rule, 
or regulation shall exempt such common carrier, railroad, or 
transportation company from the liability hereby imposed: 
Provided, That nothing in this section shall deprive any holder 
of such receipt or bill of lading of any remedy or right of action 
which he has under existing law.” 


The Carmack amendment permits a shipper to recover from 
an initial carrier for loss or damage occurring anywhere in the course 
of shipment to a commodity which passes over several railroads on 
its way to final destination. 

This may be illustrated by the following diagram: 


A B (E D 

eee ee a —— a>, a>, Ge, Gam, Gane, >. Ga? >, Co 
Let the lines AB, BC, and CD represent distinct, but connecting, 
railroads. Let us suppose a shipment which originates at A and is 
consigned to D. Let us suppose, further, that this shipment is dam- 
aged at some point between C and D, Under the Carmack amend- 
ment, the consignor may sue either the initial line AB, or the line 
CD upon which the damage occurred. Before the passage of the 
Act, the shipper could sue line CD, but he could not sue AB, unless 
AB had specifically agreed to carry over the whole route and had 
so adopted roads BC and CD as its agents. Such agreements AB 
was careful to avoid. Speaking in legal terms, the Carmack amend- 
ment construed the mere receipt of property for transportation to 
a point beyond the line of the receiving carrier as an agreement 


134 Stat. L. 595, 1906. 
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for through transportation, and therefore logically deprived the initial 
carrier of the power to limit its responsibility to the class of acci- 
dents which occurred upon its own line. 

Stated in another way, the liability of an initial carrier for loss or 
damage which takes place anywhere between the point of origin 
and the point of destination of a shipment is exactly the same, when 
several connecting carriers are concerned, as it would be if the initial 
carrier owned and operated the entire railway between the points 
selected. The privilege granted to the shipper by the Act of 1906 
is a considerable convenience to him, while it involves no real hard- 
ship to the railroad because the initial carrier may in its turn proceed 
against connecting carriers if these carriers are liable under general 
principles of common or of statutory law. 

In addition to the provisions which give shippers the right of 
recovery against initial carriers, the Carmack amendment declares 
that an initial railroad may not make a valid contract exempting 
itself from liability for loss or damage which it, or its connections, 
may have caused. This means, in plain language, that a railroad 
may not stipulate for immunity from the results of its own negli- 
gence. 


Agreed Valuation Under Carmack Amendment 


However, even after the Carmack amendment was passed, it re- 
mained possible for carriers to escape the results of their negligent 
acts by the device of a restricted valuation, such as that described 
on page 294 supra. ‘This was because the United States Supreme 
Court held that agreements for restricted valuation were not in a 
technical sense contracts which avoided responsibility for negligence. 
It is true that such agreements actually reduce the amounts which 
shippers can collect when they are damaged by the negligent acts 
of carriers, but the court is disposed to disregard this aspect of the 
question. Indeed, the chances that agreements of this type would 
stand were improved by the new law for the reason that the pas- 
sage of the Carmack amendment was regarded by the courts as an 
exercise of federal power which made invalid state laws relating to 
the liability of carriers for loss or damage to interstate shipments 
of freight. 


First Cummins Amendment 


There is reason to believe that Congress did not expect that 
limited valuation agreements would be considered legal after the 
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legislation of 1906. At any rate, this legislation was supplemented 
in 1915 by the so-called Cummins amendment to the Act to Regu- 
late Commerce. The first Cummins amendment was approved on 
March 4, 1915.1 

This new law had three parts: 

The Cummins amendment extended the territorial application of 
the provisions of the Carmack amendment to the transportation of 
goods within the territories of the United States, the District of 
Columbia, and to goods exported to adjacent foreign countries. 

The Cummins amendment also fixed, definitely and rigidly, the lia- 
bility of the common carrier by making it liable for the full actual 
loss, damage, or injury caused by it or by any of its connections to 
the goods which it transported. The language of the act upon this 
point was as follows: 


ee ahd any such common carrier, railroad, or transporta- 


tion company ... shall be liable to the lawful holder of said 
receipt or bill of lading or to any party entitled to recover there- 
on, whether such receipt or bill of lading has been issued or 
not, for the full actual loss, damage, or injury to such property 
caused by it or by any such common carrier, railroad, or trans- 
portation company to which such property may be delivered or 
over whose line or lines such property may pass within the 
United States or within an adjacent foreign country when trans- 
ported on a through bill of lading, notwithstanding any limitation 
of liability or limitation of the amount of recovery or representa- 
tion or agreement as to value in any such receipt or bill of lading, 
or in any contract, rule, regulation, or in any tariff filed with 
the Interstate Commerce Commission; and any such limitation, 
without respect to the manner or form in which it is sought 
to be made is hereby declared to be unlawful and void: Pro- 
vided, however, That if the goods are hidden from view by 
wrapping, boxing, or other means, and the carrier is not notified 
as to the character of the goods, the carrier may require the 
shipper to specifically state in writing the value of the goods, 
and the carrier shall not be liable beyond the amount so spe- 
cifically stated, in which case the Interstate Commerce Com- 
mission may establish and maintain rates for transportation, 
dependent upon the value of the property shipped as specifically 
stated in writing by the shipper... . 


138 Stat. L. 1196, 1915. 
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The third part of the first Cummins amendment was a provision 
forbidding a carrier to provide a shorter period for giving notice of 
claim than ninety days, for filing claims a shorter period than four 
months, and for the institution of suit a shorter period than two 
years. 

The first Cummins amendment passed Congress by a substantial 
majority, in spite of the opposition of some legislators who feared 
lest the Act would result in an increase in railroad rates. It struck 
particularly at the agreements for restricted valuation which, as has 
been pointed out, continued even after the passage of the Carmack 
amendment. 


Second Cummins Amendment 
The second Cummins amendment was passed on August 9, 1916.! 
This law eliminated the proviso of the first Cummins amendment 


relating to goods hidden from view by packing, etc., and added the 
florea important clause: 


“Provided, however, That the provisions hereof respecting 
liability for full actual loss, damage, or injury, notwithstanding 
any limitation of liability or recovery or representation or agree- 
ment or release as to value, and declaring any such limitation 
to be unlawful and void, shall not apply, first, to baggage car- 
ried on passenger trains or boats, or trains or boats carrying 
passengers; second, to property, except ordinary live stock, 
received for transportation concerning which the carrier shall 
have been or shall hereafter be expressly authorized or required 
by order of the Interstate Commerce Cammicsion to establish 
and maintain rates dependent upon the value declared in writ- 
ing by the shipper or agreed upon in writing as the released 
value of the property, in which case such declaration or agree- 
ment shall have no other effect than to limit liability and recovery 
to an amount not exceeding the value so declared or released, 
and shall not, so far as nelane to values, be held to be a viola- 
tion of section ten of this Act to regulate commerce, as amended; 
and any tariff schedule which may be filed with the commission 
pursuant to such order shall contain specific reference thereto 
and may establish rates varying with the value so declared or 
agreed upon; and the commission is hereby empowered to make 
such order in cases where rates dependent upon and varying 
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with declared or agreed values would, in its opinion, be just 
and reasonable under the circumstances and conditions sur- 
rounding the transportation. The term ‘ordinary live stock’ 
shall include all cattle, swine, sheep, goats, horses, and mules, 
except such as are chiefly valuable for breeding, racing, show 
purposes, or other special uses.” 


The second Cummins amendment was an acknowledgment that 
the first legislation bearing this name had gone too far, and a return 
to the conditions of 1906. Its effect was to permit carriers once 
more to make agreements limiting their liability for loss or dam- 
age caused by their negligence to everything except ordinary live 
stock. The only qualification attached was that the agreed valuation 
should be accompanied by rates, authorized by the Interstate Com- 
merce Commission, which should vary with the released value of 
the property transported. Even this qualification was omitted in 
the case of baggage carried on passenger trains or boats. 

The restoration of the old procedure was made on representations 
of the Interstate Commerce Commission, backed by shippers who 
preferred to take the chance of loss rather than pay high rates, or 
to insure in outside companies. 


Summary Statement With Respect to Limitation of Liability 


At the present time, therefore, the situation with regard to the 
limitation of their liability by common carriers is as follows: 

First, all questions relating to the limitation of liability on inter- 
state shipments are controlled by federal law. Controversies arising 
with respect to intrastate shipments are settled according to the 
principles of the common law or by state statute. 

It is permissible for a carrier to restrict its liability for loss or 
damage by contract with the shipper, provided it does not seek to 
escape the effects of its own negligence. In actual practice, however, 
the Interstate Commerce Commission prescribes the terms of the 
bill of lading which must be used on interstate shipments, and so 
determines the contract to which shippers and carriers subscribe. 

In the case of baggage carried on passenger trains, carriers and 
shippers may agree upon a valuation which will limit the amount 
that may be recovered in case of loss. This agreement upon a re- 
stricted valuation is not regarded as a limitation of liability, and 
holds good even in case of losses due to carriers’ negligence. The 
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shipper must, however, receive a consideration for any concession 
which he is asked to make. 

In the case of other property, not including ordinary live stock, 
an agreement upon a limited valuation may be consummated and 
enforced if the carrier has been authorized or required by the In- 
terstate Commerce Commission to establish rates dependent upon 
the value which the shipper declares. Such agreements protect 
the carrier even when the loss or damage is due to carriers’ negli- 
gence. 
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CHAT TER XV Ti 


THE, DUTY OF SERVICE 


Common-law Duty of Service 


Not only is a common carrier held to a high degree of responsi- 
bility in connection with the carriage of persons and goods, but it 
is subject to a still more elementary duty—that of service. The 
rule upon this point is expressed in one of the standard legal treatises 
as follows: 


“Tt is the common-law duty of a common carrier, on being 
tendered a reasonable compensation, to receive at reasonable 
times and carry all goods offered to it for transportation, within 
the line of its business or of the kind which it undertakes to 
transport. Having room or the facilities for transporting the 
goods, and holding itself out to the public as ready and willing 
to carry goods for all persons indifferently, the law imposes 
upon it the duty of receiving and carrying them over its estab- 
lished route.” 1 


Why, one may ask, should a carrier ever desire to refuse to serve? 
Why, to follow the wording of the preceding paragraph, should it 
decline, having facilities and being tendered compensation, to trans- 
port goods of the kind which it has offered to transport? The an- 
swer in most cases is to be found in some angle of business policy. 
In commercial life it is, for instance, common practice for a whole- 
saler to refuse to place his goods with a retailer who handles com- 
peting lines, or for a retailer to refuse to handle the wares of a 
wholesaler who sells directly to the consumer. Sometimes, also, 
a manufacturer, such as a maker of shoe machinery, will refuse to 
sell one type of machine to a shoe factory unless the factory equips 
itself completely from the same source of supply. ‘These policies 
are intended to increase sales and, therefore, production in the long 
run, but they work at the beginning by means of partial refusals 
to serve. Policies of this type are not permitted to common carriers, 


Memphis News Publishing Co. v. Southern Railway 
One of the best-known instances in which a railroad refused to 
serve, for reasons that it thought satisfactory, occurred in Tennessee 


1 Moore on Carriers, 2d ed., pp. 116-117. 
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in 1902. It appeared that the Southern Railway had at this time 
a contract with the publishers of a daily newspaper, the Commercial 
Appeal, at Memphis, under which it undertook to carry papers 
from Memphis out into the country each morning upon an early 
train. The value of the service to the newspaper was increased 
by making it exclusive, and so the Southern Railway also agreed 
to refuse, so far as it might lawfully do so, to carry upon this train 
newspapers of any other publishing company. In return, the pub- 
lishers of the Commercial Appeal guaranteed a minimum revenue 
for the train in question, and offered certain other considerations 
which it is not necessary to explain. 

The arrangement described operated without apparent friction un- 
til the year 1902, when the Memphis News Publishing Company 
began the publication in Memphis of the Memphis Morning News. 
The News secured several thousand subscribers in the territory 
reached by the early train of the Southern Railway, and demanded 
the right to ship its papers by this train to stations where the train 
was scheduled to stop. This demand was refused because the 
Southern Railway felt bound by its contract. 

But the Supreme Court of Tennessee properly held that the con- 
tract constituted no defense. The railroad was a common carrier, 
said the court. As a common carrier it must treat all alike. Grant- 
ing that goods not dangerous in their nature and not unfit for ship- 
ment were offered at a proper place and time, and that the cost 
of carriage was tendered, and the railroad had facilities for shipment, 
then it must accept and transport them. The failure of the railway 
to satisfy this elementary duty, as well as the discrimination in- 
herent in the different treatment of the two publishing companies, 
was sufficient to dispose of the case.? 


Chicago and Akron y. Suffern 


Another case of refusal to serve came before the courts in 1889. 
Here the offending carrier took up a switch which connected its main 
line with a certain coal mine, in violation of a plain provision of 
the Constitution of the State of Illinois, in which the mine was 
located. The coal company sued, and the railroad did not deny 
the statement that the switch was removed because the coal mine 
had allowed a switch to be built from its mine to the line of a second 
and competing railroad, the Atchison, ‘Topeka, and Santa Fé. This 


1 Memphis News Publishing Co. v. Southern Railway Co., 75 S. W. 941, 1903. 
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removal of a switch was an emphatic method of refusing service, and 
was held illegal when the case came to trial. 


Bennett v. Dutton 


Still another, and a still older case, involved two competing stage 
lines in New England—common carriers equally with the railroads 
which later supplanted them. One of these lines ran from Lowell, 
Massachusetts, to Nashua, New Hampshire. The other also ran 
from Lowell to Nashua, but at Nashua connected with a third line, 
making a through route from Lowell, through Nashua, to Amherst 
and Francestown. The three stage-coaches thus referred to may 
be designated as the Tuttle, French, and Dutton lines, from the 
names of their owners. 

Inasmuch as the Dutton and the French lines were operating as 
a single route, the former insisted that passengers from Lowell who 
desired to continue beyond Nashua in Dutton’s line should come 
to Nashua by the French stages. Dutton would not, indeed, receive 
into his coaches, at Nashua, passengers for places above Nashua 
who had come up from Lowell to Nashua on the same day, in Tut- 
tle’s vehicles. 

There was complaint of refusal to serve. The French-Dutton 
interests declared that their policy did not really constitute a refusal, 
but that it was merely a regulation of the place at which passengers 
would be received. Persons going from Nashua to Francestown 
were received at Nashua; persons going from Lowell to Frances- 
town were received at Lowell. The policy was, however, more funda- 
mental than Dutton or French admitted, and was so interpreted 
by the court. It was not for Dutton, said the judge, to inquire 
whether intending passengers came to Nashua by one stage or by 
another. If Dutton had room, he was bound to accept passengers 
without inquiry as to their antecedents. 

As a result of these and of many other cases, the duty of common 
carriers to serve is so clearly understood to-day that there is little 
controversy over the principle involved. Disputes which arise con- 
cern rather the limitations to and qualifications of the duty of ser- 
vice than its essential character. These limitations include the fol- 


lowing: 
Carrier Owes Duty Only to its Public 


It is inherent in the nature of the case that the carrier will limit 
the public which it undertakes to serve. The railroad business is 


1C,& A. R.R. Co. vo. Suffern, 21 N. E. 824, 1889. 


304 PRINCIPLES OF INLAND TRANSPORTATION 


transportation, and it owes no duty save to travelers or to shippers. 
This fact is generally recognized, although occasionally there are 
circumstances which give rise to litigation. 

Thus, in Minnesota, in 1914, there was clearly an attempt to im- 
pose upon a carrier obligations toward an outside public. In this 
case the Minnesota Railroad and Warehouse Commission required 
the Great Northern Railway to install a six-ton scale at one of its 
stations for the weighing of cattle. The scale was not essential for 
any transportation purpose, but it was convenient to dealers and 
stock-raisers in buying and selling cattle. The Minnesota Commis- 
sion saw fit to insist upon its installation, but the United States 
Supreme Court held that the railway had no obligations to dealers 
in live stock, apart from the transportation of their goods, and re- 
fused to sustain the disputed order.t 

According to the same rule, a carrier is under no obligation to 
provide facilities for the sale of newspapers, fruit, and candy upon 
its train. Nor has a person the right to travel to and fro upon 
a railroad for the purpose of soliciting the passengers. For the 
railroad does not offer its services as a traveling newspaper stand, 
or as a location for the sale of merchandise. Its public consists of 
persons who seek change of location either for the pleasure of travel 
or because they desire to move from one place to another. This 
group does not include newspaper venders, or express men, or others 
of this type, and the railroad may refuse to serve such persons, or 
may discriminate between them at will. 


Carrier Need Not Carry all Classes of Goods 


To a reasonable extent a carrier also may restrict the classes 
of goods which it proposes to transport. 

For example: a man named Honeyman presented himself in 1886 
at the station of the Oregon and California Railroad at Portland, 
with four dogs, and sought transportation to a town further along 
the line. The railroad did not profess to carry dogs, did not wish 
to carry dogs, and its rules forbade the acceptance of such animals. 
The station agent explained all this to Honeyman. After some argu- 
ment, however, the agent allowed Honeyman, as an accommoda- 
tion, to put the dogs in the baggage car of the train, and to give the 
baggageman a gratuity to take care of them. Subsequently one 
of the dogs was injured. The railroad successfully defended itself 


1Great Northern Railway v. State of Minnesota, 35 Sup. Ct. Rep. 753, 1915. See 
also Great Northern Railway v. Cahill, 40 Sup. Ct. Rep. 457, 1920. 
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from liability upon the ground that it was not a common carrier 
of dogs. 

In another instance, the treasurer of a California county boarded 
a train in California with satchels containing $91,952 in gold coin. 
The county treasurer was on his way to the state capitol at Sacra- 
mento, where he was to pay over the money which he carried to 
the state treasurer. Carrier’s employees offered no objection when 
the county treasurer entered the train at San José, California, but 
all passengers were obliged to change trains at Niles, California, a 
way station, and the conductor of the second train refused to allow 
the treasurer to enter with his gold. Instead, he required that the 
funds be intrusted to a Wells Fargo Express agent who was on board. 
The treasurer objected. He asserted his right to go into one of 
the passenger cars with his satchels, or if not into a passenger car, 
then into the train baggage car. He offered at the same time to 
pay extra charges for the transportation of his money. 

The railroad officer replied that money was not baggage, and could 
not be taken into a passenger car. For the rest, he declared that 
the treasurer’s ticket gave him no right to travel in a baggage car, 
and, finally, that the railroad was not a common carrier of money, 
except through the medium of the Wells Fargo Express. This 
position the courts later sustained.? 

These are two cases where the carrier was shown to have restricted 
its public offering by excepting named classes of commodities. More- 
over, live stock and valuables are only two out of many articles 
which carriers may decline to transport. A railroad may refuse 
explosives, or glass, or other commodities requiring special care 
or specially subject to damage. Some carriers carry passengers only, 
some freight only, and neither is required to accept traffic of the 
other sort if it has never undertaken to handle it. On the other 
hand, a carrier may not make fine distinctions. If it carries fruit, 
it must carry vegetables. If it carries horses, it must carry cows. 
ae it accepts one article out of a class it must take other articles 


of the same class. 


Miscellaneous Qualifications of the Duty of Service 


Other qualifications of the carrier’s duty to serve are found in 
the principle that goods, to be carried, must be offered to the railroad 
at reasonable times and under reasonable conditions. It is against 


1 Honeyman v. Oregon & California Railroad Co., 57 Am. Rep. 20, 1886. 
2 Pfister v. Central Pacific R. R. Co., 70 Cal. 169, 1886. 
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the public interest to require common carriers to keep their stations 
open twenty-four hours in the day, and the principle may be further 
extended. Not only must goods be tendered to the carrier at a 
proper time, but they must be presented at a proper place and prop- 
erly packed for carriage. If the carrier desires, it may even insist 
that the freight charges be prepaid. These are reasonable restric- 
tions and do not, properly understood, weaken the force of the pri- 
mary obligation under which the common carrier rests in rendering 
service. 


Carrier Must Supply Facilities 


In addition to its obligation to accept freight, a railroad is re- 
quired to supply proper facilities. In this a railroad differs from 
other undertakings that are “affected with a public interest,” in that 
the carrier’s duty is not complete when it has placed the entire equip- 
ment which it possesses at the disposal of the public which it has 
elected to serve. 

It follows that a railroad which offers service to the public is held 
to the obligation of providing adequate service. If business increases, 
so must the railroad plant be enlarged. Doubtless this obligation, 
like others, must receive a reasonable interpretation. ‘Thus a rail- 
road is not held responsible for failure to meet sudden and unex- 
pected demands upon it. Nor, when traffic is seasonal, must it 
provide facilities to handle the peak load, knowing that these facilities 
will remain unused during the greater portion of the year. Its 
duty in both instances 1s to provide facilities which will meet normal 
demand, and to divide its services, when temporarily insufficient, 
between applicants upon some reasonable and nondiscriminatory 
basis. But normal traffic each railroad must accommodate, or sur- 
render its franchise to some other and more capable group of busi- 
ness men. 


Withdrawal from Service 

Finally, a railroad may not withdraw freely from a service which 
it has once undertaken. The attitude of the courts upon withdrawal 
from public undertakings that have once been voluntarily entered © 
upon is clear under the common law. 

The general theory with respect to abandonment of railroad serv- 
ice 1s that parties which offer to perform the service of common 
carriage place themselves by this offer into relations with the state, 
which cannot be dissolved save with the consent of all parties con- 
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cerned. It is obvious, as a practical matter, that the state cannot 
prevent a railroad company from surrendering its charter and re- 
tiring from the entire business of transportation, but the state can 
prevent a partial abandonment and require a railroad, if it is to 
operate at all, to maintain service upon all parts of the system cov- 
ered by its articles of incorporation and service of all types con- 
templated in its original undertaking. 

The legal principles stated in the previous paragraph are given 
expression in the common law and in the statutes of many Ameri- 
can states. Since 1920 they have been also embodied in the Act 
to regulate commerce, at least to the extent that this statute now 
vests in the Interstate Commerce Commission, among other things, 
the power to grant or refuse permission to a railroad to withdraw 
from the field of interstate commerce. 

Paragraph 18 of Section 1 of the Interstate Commerce Act, as 
amended in 1920, reads as follows: 


“After ninety days after this paragraph takes effect, no car- 
rier by railroad subject to this Act shall undertake the exten- 
sion of its line of railroad, or the construction of a new line 
of railroad, or shall acquire or operate any line of railroad, or 
extension thereof, or shall engage in transportation under this 
Act over or by means of such additional or extended line of 
railroad, unless and until there shall first have been obtained 
from the Commission a certificate that the present or future 
public convenience and necessity require or will require the con- 
struction, or operation, or construction and operation, of such 
additional or extended line of railroad, and no carrier by rail- 
road subject to this Act shall abandon all or any portion of 
a line of railroad, or the operation thereof, unless and until 
there shall first have been obtained from the Commission a cer- 
tificate that the present or future public convenience and neces- 
sity permit of such abandonment.” ? 


The following cases of applications made to the Interstate Com- 
merce Commission for permission to abandon service under Section 
1 of the Act to Regulate Commerce will illustrate the policy of the 
Interstate Commerce Commission under existing law. ‘The quota- 
tions are from Commission decisions in the cases cited. 

I. Application to abandon branch operated by a subsidiary of 


141 Stat. L. 456, 477, 1920. 
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the Lehigh Railroad Company from Pane Lake to Ricketts, Penn- 
sylvania, a distance of 3.83 miles. 


“The branch line in question was built about the year 1892 
for the purpose of developing the timber resources in the terri- 
tory served. It was used chiefly as a logging branch until 1914, 
at which time all the timber had been cut. A few years after 
the branch was built an ice industry was established at Ganoga 
Lake, and this line was utilized to transport the product of the 
ice houses. This ice business has been entirely discontinued 
and the machinery removed. No passenger service has been 
maintained since 1900, and no shipments of any kind have been 
hauled over the line since October, 1919. The country tributary 
to the branch is described as wild detimbered mountain land. 
Applicant states that it would cost from $15,000 to $20,000 to 
put the track in condition for operation and that there is no 
prospect of developing any traffic on the branch.” ? 


Permission to abandon granted. 
IE Application to abandon branch of Baltimore and Ohio Rail- 
road in Stark County, Ohio. Length of track, 7.31 miles. 


“The branch was constructed in 1880, or about that time, 
to reach coal lands in the vicinity of Pigeon Run and Green- 
ville. There are no cities, towns, or villages located on the line. 
There are a few farmers in the territory traversed by the branch, 
but they do not depend upon the line for their transportation 
equirements. No passenger trains have ever been run and 
no scheduled freight service has been maintained, the freight 
service having been limited to mine runs. 

“For five years ending December 31, 1920, the total tonnage 
hauled over the branch was 361,119 tons, of which coal traffic 
comprised 358,155 tons, equal to 99.18 per cent of the total. 
The remaining traffic consisted of commodities incidental to coal- 
mining operations. It is stated that the coal lands have been 
worked out and that the mines along the branch have been 
closed and dismantled. That portion of the line extending from . 
West Lebanon Branch Junction to the Woodland mine, a dis- 
tance of 1.46 miles, has not been in use for several years, and 
in many places fences have been built across the track. No 
trains have been operated on the branch for several months 
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and it is now used only for the storage of cars. Applicant states 
that the only business done on the branch in the last year con- 
sisted of spotting four cars for unloading at a point 600 feet 
from the main line. 

“It appears that the branch is in poor physical condition. 
The track is laid with fifty-six pound and sixty pound rails, 
which are badly worn, and no tie renewals have been made for 
a long time. Applicant states that there is no business in pros- 
pect to justify any expenditures for repairs or renewals, and 
that the public would not be inconvenienced by the proposed 
abandonment.” ! 


Permission to abandon granted. 


IiI. Application to abandon 22 miles out of 115 miles operated 
by the Louisville and Nashville Railroad from Chestnut to Natchi- 
toches, Louisiana. 


“Between Chestnut and Natchitoches the country is sparsely 
settled and this road does not serve any towns of size or im- 
portance. The tributary territory appears to be largely cut-over 
timber land with a small agricultural development. The only 
industry of importance along the line is an oil mill at Grand 
Ecore. The abandonment of this portion of the road would 
necessitate the hauling of the product of this mill to the Texas 
& Pacific Railroad at Natchitoches, a distance of 4 miles, or to 
the Louisiana Railway & Navigation Company’s railroad at 
Hagen or Campti. There is a public gravel road from Grand 
Ecore to Natchitoches and to Campti. The town of Chestnut, 
at the northern end of the line proposed to be abandoned, is 
served by the Louisiana & Arkansas Railroad, and Natchitoches, 
at the southern end, is served by the Texas & Pacific. The 
territory between Chestnut and Natchitoches 1s traversed by the 
Louisiana Railway & Navigation Company’s railroad, which 
crosses the Louisiana’s railroad at Hagen. If the line south of 
Chestnut were abandoned the maximum distance to a railroad 
station from any point in the tributary territory would be about 
6 miles. 

“It appears that the revenues derived from the traffic on this 
part of the line have never been sufficient to pay the costs of 
operation. The receiver states that the gross revenue from the 
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line south of Chestnut for 1920 was $18,909.10, and that the 
operating expenses were $57,501.70. ‘There does not appear to 
be any prospect that sufficient traffic could be developed to make 
this part of the road self-sustaining. 

“Recently the earnings of the line north of Chestnut have 
materially increased because of the oil developments at Homer, 
La., and Haynesville, La. It is stated that this part of the line 
can be operated at a small profit, but that operation of the 
line south of Chestnut would accomplish the wreck of the entire 
railroad, as the operating revenues of the road as a whole will 
not pay its operating expenses. Efforts to find a purchaser 
of the road as a going concern have been futile.” 1 


Permission to abandon granted. 


IV. Application to abandon branch of Louisville and Nashville 
Railroad from West Point to the end of the line at Pinkney, Ten- 
nessee. Length of track, 1.76 miles. 


“The country traversed by the line is described as rolling tim- 
bered land. ‘There are a few small farms located along the 
line, but the agricultural development has been unimportant. 
The principal traffic on this branch has been iron ore, but there 
has also been a considerable movement of forest products. It 
appears that approximately 2,000,000 tons of iron ore have been 
shipped over that portion of the branch which it is proposed to 
abandon. Estimates introduced by the protestants tend to show 
that there are more than 2,000,000 tons of commercial ore still 
in the ore beds in the vicinity of Pinkney. No ore has been 
mined since 1915. This, it is stated, was due principally to the 
fact that some owners of furnaces in that section had their own 
ore beds from which to draw a supply and others were not will- 
ing to contract to take ore for a time sufficiently long to induce 
the owners of the mines to begin operations. The applicant 
concedes that the iron industry is seriously depressed at the 
present time. However, it appears that in the near future the. 
furnaces in this territory will be dependent upon the Pinkney 
ore beds for their supply. Protestants state that if they are 
unable to sell their ore beds, they expect to buy a furnace and 
smelt their own ores. The proposed abandonment would cause 
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large damage to these mining properties, as it would disconnect 
the mines from the railroad by a distance of 1.7 miles. 

“For the five years ending December 31, 1920, operating 
revenues of that portion of the branch which it is proposed 
to abandon, as stated by the applicant, were $1,597.65, and the 
operating expenses are given at $13,259.41. For the year 1920, 
it is claimed that the operating revenues were $329.51, and the 
operating expenses $3,049.33. Applicant estimates that the 
proposed abandonment would enable it to effect an annual sav- 
ing of $5,531. All these estimates are based upon a pro rata 
mileage basis. ‘The record shows that 248 loaded cars were 
shipped from Pinkney in 1920, all of which moved to destina- 
tion over the lines of the applicant. In September, 1921, the 
last month for which statistics were available at the time of the 
hearing, 38 cars of wood and lumber were shipped from Pinkney. 
It appears that the applicant obtained a long line haul on most 
of this traffic. It is claimed by the protestants that the aban- 
donment of this piece of track would destroy the lumbering 
industry near Pinkney, as it would be impracticable to haul to 
West Point because of the grades on the dirt roads. 

“It appears reasonably clear that the proposed abandonment 
would preclude the possibility of the further development of 
the ore beds in the vicinity of Pinkney, would tend to destroy 
the lumbering industry at that point, and would deprive a con- 
siderable community of the benefits of railroad service. The 
results of operation of that portion of the branch which it is 
proposed to abandon, when reflected in the accounts of appli- 
cant’s system as a whole, are not such as to require the granting 
of the relief prayed for, in view of the showing made as to the 
public need for the service.” * 


Permission to abandon refused. 


These illustrations are perhaps sufficient to suggest that most of the 
applications for withdrawal of service made to the Interstate Com- 
merce Commission are evidently the result of mistakes in original 
location or of changes in conditions which have destroyed the use- 
fulness of railroads which once were in a position to render service. 
Following principles already explained, the Commission does not 
attempt to refuse to permit a railroad to withdraw entirely fror: 
the business of transportation. On the other hand, it will not allow 
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a partial withdrawal solely on the ground of unprofitableness, al- 
though the fact that a ee of railroad does not pay expenses may 
tend to show that public convenience and necessity do not require 
it to be kept in operation.? 
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THE PROBLEM OF PRICE-FIXING—EQUALITY OF 
CHARGES 


The Problem of Price-fixing 


The problem of price-fixing for the transportation service is one 
which confronts railroad and street railroad, automobile, airship, 
and waterway alike. It has two aspects. One relates to the total 
revenues which the transportation agent shall collect for its services; 
the other to the particular rate or charge which shall be levied for 
a particular operation. If total revenue is too high or too low, the 
persons who make use of the community’s transportation apparatus 
pay too much or too little for the benefits they receive. If the price 
of one service is too high or low relative to the price of another 
service, even though the total revenue collected is reasonable, then 
injustice is done, and, what is more important, the production pro- 
cesses of a country become distorted and the effort incident to pro- 
duction is increased. 


Scientific Study of Rates Only Recently Undertaken 


Historically, at least in the United States and in England, trans- 
portation was first undertaken by business organizations which dif- 
fered only slightly from the organizations that supplied groceries and 
meat and clothing. Although, as we have seen, public opinion work- 
ing through the common law imposed unusual liability in the case of 
loss or damage to goods or persons intrusted to the care of common 
carriers, and although the duty of charging reasonable rates was 
made a part of the common-carrier obligation, there was little scien- 
tific study of price-fixing. Even after the advent of railroad com- 
missions at a much later date, the control which was exercised by 
public authority limited itself largely to comparison of one rate with 
another, to the establishment of a rough correlation between high 
and low costs of operation and high and low rates, and to some 
reference to the ability of the shipper to pay the charges which the 
carrier required. 


Equality of Rates 


The simplest statement which can be made concerning transpor- 
tation rates is that carriers should treat all alike who apply to them 
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for service. This is the rule of the common law for all common 
carriers and is the principle laid down by statute for our railroad 
lines. Unequal treatment of patrons by a common carrier is known 
as “discrimination between persons.” 


Difference Between “Personal” and “Local”? Discrimination 


We have made use of a similar phrase, “discrimination between 
localities,” in an earlier chapter. The obvious difference between 
the two phrases is that discrimination between localities refers to 
differences in the rates or service afforded individuals in different 
towns, whereas discrimination between persons refers to differences 
existing between persons in the same town. The contrast implied 
in these definitions is not merely formal; it is fundamental. The 
type of cases involved in the one group is different from that in 
the other, while the policies to be applied are much more matured 
in the case of personal than they are in the case of local discrimina- 
tion. The full extent of the difference will appear as the discussion 
proceeds. 


Rates Need Not Be the Same to All 


It is not necessary, in order to avoid personal discrimination, that 
a carrier shall quote the same price to all, but it may not prefer 
one person to another for reasons inconsistent with the public wel- 
fare. Differences may not, that is to say, be arbitrary, or merely 
reflect the view of the carrier and of a favored shipper without 
regard to the larger equities involved. 

Let us illustrate this principle by examples drawn from recorded 
practices of the railroads: 


Wholesale Principle 


A carrier may not reduce its rates upon quantity shipments, at 
least for quantities beyond the carload, below its rates for smaller 
amounts, without becoming guilty of discrimination. There are 
many instances in which carriers have attempted to offer such dis- 
counts and in which the rule has been clearly laid down. Thus, 
in United States v. Tozer, the railroad charged 34 cents per barrel 
for hauling each of two barrels from Hannibal, Missouri, to Helper, 
Kansas, as against a rate of 46 cents for a single barrel. This was 
held to be illegal. In the Anaconda Mining Company case there 
was a difference in rate between two kinds of coke, one of which 
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ordinarily moved in carloads and the other in trainloads. The rate 
from the ovens in West Virginia and Pennsylvania to Chicago was 
£2.65 per ton on the first sort, and $2.35 per ton on the second.! 

In a leading case decided in 1882 the evidence showed a regular 
railroad rate from Salineville to Cleveland, Ohio, of $1.60 per ton 
of coal. The railroad offered a rebate of from 30 to 70 cents per 
ton to all persons shipping 5,000 tons or more during the year.” 

One of the first cases which the Interstate Commerce Commission 
had to decide was one in which a New England carrier offered a 
discount of 10 per cent of the rate to any person on the line of its 
road who should receive consignments of 30,000 tons of coal or 
more at any single station in the course of a year.’ As in the pre- 
vious instances, the decision was against the carrier. Still more elab- 
orate was an older English arrangement between the Ruabon Coal 
Company and the Great Western Railway of England. In this case 
the railway began by separating the portion of its rate designed to 
cover terminal expense from that designed to cover the line haul. 
The latter was, except for small quantities, the same per ton per 
mile whatever the quantity shipped. The former varied as fol- 
lows: 


When the freight paid by the 
Ruabon Coal Co. to the Great 
Western Railway Co. ex- 


ceeded per year: The terminal charge was: 
x. s d 
40,000 fe) 3 
30,000 fo) 6 
20, 000 ° 9 
15,000 I fo) 
10,000 I 3 
5,000 I 6 
Small quantities I 6 


In addition to the arrangements just described, the Ruabon Com- 
pany undertook to send sufficient coal over the railroad’s line to 
points more than 100 miles from the colliery, to produce for the 
railway a gross yearly revenue of £40,000 per year. After one year 
the supply of coal was to be further increased so as to yield the 
railroad £60,000, providing the additional coal could be sold in Lon- 
don, and after two years another increase was to bring up the rail- 


1 Anaconda Mining Co. v. C. & E. R. R. Co., 19 I. C. C. 592, 1910. 
2 Hays v. Pennsylvania, 12 Fed. 309-15, 1882. 
3 Providence Coal Co. v. Providence & Worcester R. Co., 1 I. C. R. 363, 1887. 
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road earnings from Ruabon coal to £80,000. When the railroad 
revenues had become £60,000 the freight rate was to be reduced 3d. 
per ton. When they were £80,000 the reduction was to be 6d." 

In all of these cases a distinction should probably be made between 
instances, as with the carload rate, where the reduction in price 
was designed to increase the size of the unit of shipment, and in- 
stances such as the Providence and the Ruabon examples, where 
the purpose of the concession was quite as much to increase the num- 
ber of shipments as to affect their average size. In passenger traf- 
fic the same contrast is presented by the party ticket, good on a 
single journey for a party of ten or more, and sold at a reduced 
rate to groups of that size,” and the mileage ticket, which one person 
can use repeatedly until the ticket is exhausted. The excursion rate, 
which is sometimes good upon a single train only and sometimes 1s 
usable on any train during a stated period, resembles alternatively 
the party rate or the mileage ticket type. 


Objections to Quantity Discounts 


American courts and commissions have generally approved of re- 
duced rates for quantity movements of passengers, whether in the 
form of mileage, excursion, party rate, or commutation tickets. There 
is not much danger of abuse in the case of passengers, nor are pas- 
sengers directly competitive with each other as freight may be. 

The tolerance extended to passenger arrangements has not, how- 
ever, been extended to freight shipments, beyond, at least, the level 
of a carload rate. This is, perhaps, for two reasons. 

In the first place, it is not certain that a railroad receives a con- 
sideration for the concession which it makes when it accepts a large 
quantity of freight for a lower price per 100 pounds than it exacts 
for a smaller quantity. It may be cheaper for a carrier to handle 
twenty cars between Chicago and New York for one person than to 
handle twenty cars for twenty persons, but the economy is not 
inevitable, and the railroad can fairly be asked to prove its case. 
Nor is there much basis from which to estimate the amount of the 
saving, if saving there be. 

What is still more important is the fact that quantity discounts 
favor the large shipper against the small. In the Providence coal 
case, indeed, there appeared to be only one shipper who was in a 


1 Nicholson v, The Great Western Railway Co., 1 Ry. & Canal Traffic Cases 121, 
1858. 

2Tn the Matter of Passenger Tariffs, 2 I. C. R. 445, 1889; I. C. C.o. B.& O. RR. 
Con gli. Roxon) 1890; Tid, 145 U.S. 26a\enson. 
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position to take advantage of the railroad’s offer. To what extent 
a large company may legitimately exert its strength in competition 
with smaller rivals is a question to which neither economist nor 
government official is yet prepared to give an answer. American 
courts, however, declare that a large corporation is not to be allowed 
to force or to buy any better treatment upon the railroads of the 
country than is enjoyed by the small producer. 

“Capital,” said Judge Baxter of the United States District Court 
in a leading case, “needs no such extraneous aid. It possesses in- 
herent advantages, which cannot be taken from it. But it has no 
just claim, by reason of its accumulated strength, to demand the 
use of the public highways of the country, constructed for the com- 
mon benefit of all, on more favorable terms than are accorded to 
the humblest of the land; and a discrimination in favor of parties 
furnishing the largest quantity of freight, and solely on that ground, 
is a discrimination in favor of capital, and is contrary to a sound 
public policy, violative of that equality of right guaranteed to every 
citizen, and a wrong to the disfavored party, for which the courts 
are competent to give redress.” * 


Competition 


Most cases of discrimination between people are due to railroad 
competition, not to attempts to recognize differences in the cost of 
handling business received from different shippers. Railroad com- 
petition leads directly to rate-cutting. Sometimes the cuts are open 
and are extended to all who may apply; sometimes they are secret, 
and only a few shippers take advantage of them. Open rate cuts 
lead to rate wars—secret cuts produce discrimination. It is with 
the second type that we are concerned in this chapter. 

Railroad companies prefer secret to open cuts in rates because 
the former produce less effect upon railroad revenues. A carrier 
may, that is to say, continue to charge shipper A the old rate, while 
shipper B enjoys the benefit of a new and reduced charge. More- 
over, secret cuts are better adapted to the purpose of attracting 
traffic from a rival line. There is little advantage in reducing rates 
if one’s competitors adjust their charges to correspond, for in such 
a case the relative position of competing companies remains the 
same; the only difference is that the struggle is renewed upon a dif- 
ferent level of rates. Doubtless changes in rates cannot long be 


1 Hays v. Pennsylvania, sup. cit. 


318 PRINCIPLES OF INLAND TRANSPORTATION 


concealed, but carriers hope to retain a comparative advantage long 
enough to make their sacrifice worth while. 

The next following pages present some of the better-known meth- 
ods which railroads have employed during the last forty or fifty 
years when they have desired to favor one shipper against his fel- 
lows for competitive reasons in a secret way. 


Free Passes 


A form of favoritism which has had some vogue upon American 
railroads consists of the granting of free passes to favored shippers 
in order to hold their business from competing lines. In Great 
Britain railway companies have long followed the practice of issuing 
to traders who send large yearly consignments of goods by rail, 
tickets for use by their employees at rates lower than ordinary season 
tickets. The conditions under which tickets are issued are largely 
standardized, and the principle involved seems to be approved by 
public sentiment.? 

In the United States, the equivalent practice is that of granting 
passes. In most cases, a pass saves the recipient more money than 
it costs the railroad, and so passes are a cheap form of currency 
for the railroad to employ in proportion to the benefit received. On 
the other hand, the abuse of passes involves a considerable sacrifice 
of revenue, while in so far as passes are given to some shippers and 
not to others they produce objectionable discrimination. 

“I would recommend,” wrote a freight agent in the Middle West 
to his superior, “in order to treat Mr. 


, General Superintendent, 
—— Coal Co., without discrimination and place him on an equality 
with other producers of coal on our line, that he be given time pass 
good between 


, Chicago and Danville. From present indica- 
tions they are in shape to put out something over one hundred cars 
of coal per month, which I think entitles them to transportation 
recommended.” 

Passes were at one time freely issued in the United States. At 
certain times and places their abuse amounted to a scandal. At 
present the practice is not only limited by the laws of many states, | 
but it is controlled in detail by the following section of the Act to 
Regulate Commerce: 


‘Ministry of Transport, Report of the Rates Advisory Committee on the Interim 
Revision of Railway Rates, Tolls, Fares and Charges. July, 1920, British Sessional 
Papers, vol. xxiv, 1920. Cd. 857. 
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“No common carrier subject to the provisions of this Act shall, 
after January first, nineteen hundred and seven, directly or 
indirectly, issue or give any interstate ticket, free pass, or free 
transportation for passengers, except to its employees and their 
families, its officers, agents, surgeons, physicians, and attorneys 
at law; to ministers of religion, traveling secretaries of railroad 
Young Men’s Christian Associations, inmates of hospitals and 
charitable and eleemosynary institutions, and persons exclusively 
engaged in charitable and eleemosynary work, to indigent, desti- 
tute, and homeless persons, and to such persons when transported 
by charitable societies or hospitals, and the necessary agents em- 
ployed in such transportation; to inmates of the National Homes 
or State Homes for Disabled Volunteer Soldiers, and of Soldiers’ 
and Sailors’ Homes, including those about to enter and those 
returning home after discharge; to necessary caretakers of live 
stock, poultry, milk, and fruit; to employees on sleeping cars, 
express cars, and to linemen of telegraph and telephone com- 
panies, to Railway Mail Service employees, post-office inspec- 
tors, customs inspectors, and immigration inspectors; to news- 
boys on trains, baggage agents, witnesses attending any legal 
investigation in which the common carrier is interested, persons 
injured in wrecks and physicians and nurses attending such per- 
sons: Provided, That this provision shall not be construed to 
prohibit the interchange of passes for the officers, agents, and 
employees of common carriers, and their families; nor to pro- 
hibit any common carrier from carrying passengers free with 
the object of providing relief in cases of general epidemic, pes- 
tilence, or other calamitous visitation.” 


The list of persons to whom passes may be issued has been extended 
since 1906 to include, in addition to the above, officers, agents, 
employees, and their families of telegraph, telephone, and cable lines, 
members of National Guard organizations traveling to and from joint 
encampments with the Regular Army, and accredited agents and 
officers of the Post Office Department. There may be some question 
as to whether common carriers may properly be asked to supply free 
transportation to all the persons enumerated, but the law is permissive 
only, and the important thing to observe is that the list does not 
include shippers of freight, and so prohibits the form of discrimination 
with which this section is concerned. 
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The rebate has become notorious in the United States, because it 
has been a method for meeting the pressure of competition in a semi- 
secret way. Strictly speaking, to grant a rebate is merely to repay to 
a shipper a portion of the rate which he has in the first instance paid 
for the transportation of his freight. It may or may not be true that 
the balance which the railroad retains constitutes a fair compensation 
for the railroad service, and so one cannot say without additional in- 
formation how far the railroad has lost by the transaction. But 
rebates are objectionable in railroad work for the reason that they 
represent a return to the practice of individual bargain as con- 
trasted with a one-price system of rate-making, making discrimina- 
tion easy if the carrier wishes to indulge in it. Moreover, rebating 
involves departures from the rates which railroads in the United 
States publish and file with the Interstate Commerce Commission, 
and so is directly contrary to statute law. 

There are probably two reasons why railroads have preferred to 
charge a high rate and repay a portion of it, rather than to charge a 
lower rate in the beginning. 

In the first place, it is easier to keep a concession concealed when 
the published rate is actually collected, because the shipping papers, 
such as the bill of lading, the way bill, and the freight bill, bear the 
published charge, while the partial repayment of this charge to the 
shipper is known to few persons, even of those in the railroad’s 
employ. 

Another reason is that the rebate lends itself to the system of 
exclusive contract. An exclusive contract is an agreement under 
which a shipper gives his entire business to some one carrier for a 
certain period in return for a reduction in rates. Such a contract 
was that concluded in the ’seventies and early ’eighties between the 
Southern Pacific Railroad and Pacific coast shippers. At this time 
the Southern Pacific was anxious to meet the competition of the 
water route between San Francisco and New York in the way least 
expensive to itself. ‘To do this it examined the books of shippers to 
determine the exact cost in individual instances of shipping over the ~ 
water lines. Having learned shipping costs, the Southern Pacific 
then offered a rail rate which made the advantages of shipping by rail 
at least as great as those of shipping by sea. These low rates were 
accorded only to persons who would agree to ship nothing by water 
and everything by rail. This was the exclusive contract feature. 
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The system was administered by rebate, and violation of the contract 
made it impossible for the shipper to collect his rebate. Since no 
rebate was paid upon any business until the expiration of the period 
for which the contract was concluded, the position of the railroad 
was secure.! 

The common law does not permit common carriers to enter into 
exclusive contracts, and the fact that rebates facilitate arrangements 
of this type is a strong argument against the practice of rebating. 


Changes in Published Rates 


Without allowing rebates, railroads may discriminate effectively 
by means of advances or reductions of published rates. If changes in 
rates are made upon short notice, and a few but not all shippers 
have advance knowledge of what is to be done, the shippers who are 
forewarned will have an advantage over other shippers who are not 
informed. They will be able either to delay their shipments in order 
to take advantage of a promised reduction in rates, or to hasten them 
in order to anticipate an increase. And they will be able to conclude 
contracts for future work with a precision and confidence which less 
favored persons cannot possess. 

Moreover, rate changes may be so arranged in point of time as to 
benefit particular businesses. 

How this may work was shown in 1892, when complaint was made 
of discrimination in favor of the Standard Oil Company. It was then 
alleged that the Central Pacific Railroad, running from Ogden, Utah, 
to Sacramento, California, was lowering oil rates from $1.25 per 100 
pounds to 821% or 90 cents when the Standard Oil Company desired 
to make shipments from Eastern refining points to the Pacific coast, 
the rates being subsequently raised when the shipments had been 
completed. A letter to the vice-president of the Standard Oil Com- 
pany, bearing upon an episode of this sort, written under date of 
December 4, 1888, got into the public press, and seems to establish 
the fact that transactions of this nature were going on. The letter 
follows and is self-explanatory: 


1 Daggett, History of the Southern Pacific, chap. xiv, 
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“San Francisco, December 4, 1888 


‘“W.H. Titrorp, Vice-PresipeNnT, STANDARD O1L Company, 
26 Broapway, New York. 


“Dear SIR: 


a¢ 


“T herewith hand you copy of a letter I have just received from 
Mr. ———_—,, Assistant General Freight Agent of the Southern 
Pacific Company, this city. This letter I interpret to mean the 
go-cent rate is for us to stock up from time to time, and that the 
$1.25 rate will be in effect whenever we may desire. This $1.25 
rate is what Mr, ————— refers to in the latter portion of his 
letter, as my offer of go cents to Mr. Stubbs was on condition 
that he has the rate of $1.25 put into effect when we might ask 
him. This letter also reads as if the go-cent rate and the $1 rate 
was to be put in effect January 1st. No doubt Mr. Stubbs was 
unaware that we were stocked up at the present rate of 82%. 


“The Transcontinental Association adjourned at Chicago 
yesterday, and I understand that Mr. Stubbs is now on his way 
home. I will see him on his arrival here, and if Chairman Leeds 
of the Transcontinental Association has been notified to put the 
go-cent rate in effect January 1st I will have the same corrected 
by wire and the $1.25 rate putin. As soon as Mr. Stubbs reaches 
home I will telegraph you whether it is intended that the go-cent 
rate should be put in effect January Ist or the $1.25. 


“Yours truly, 


E. A. Tiurorp.” 4 


Personal discrimination by means of sudden changes in open rates 
is now impossible because the Act to Regulate Commerce now 
requires 30 days’ notice of all changes, either up or down. Moreover, 


the 


Interstate Commerce Commission has the power to suspend 


changes in rates for 150 days, and may be relied upon to exercise this 
power when it has reason to believe that a change will work dis- 
crimination or be otherwise improper. 


Payments for Property or Services Supplied by Shipper 


Another type of discrimination sometimes occurs through payments 
to shippers for services rendered in connection with transportation. 


1 Daggett, History of the Southern Pacific, pp. 244-5: 
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Such payments are not necessarily discriminatory or illegal. They 
become so only when excessive, or when the shipper is compensated 
for some service when it is no part of the duty of the carrier to 
perform. 


Private Cars 


Payment for the use of a freight car is payment for one form of 
service. 

One of the earliest complaints with respect to private cars origi- 
nated with a New York dealer in live-stock back in 1890. This 
gentleman was accustomed to buy cattle in the West and to ship them 
to New York. He complained of an arrangement between the rail- 
road and one of his competitors, the firm of Schwarzchild & Sulz- 
berger, under which this firm supplied yard facilities at New York for 
cattle which were consigned to it, and also, through a company organ- 
ized for the purpose, supplied 250 stock cars for the loading of its 
live-stock. The carrier (Delaware, Lackawanna and Western Rail- 
road Co.) paid Schwarzchild and Sulzberger 314 cents per hundred- 
weight of cattle passing through for the use of the yardage facilities, 
and for the use of the stock cars a mileage allowance that amounted 
to $13.71 per round trip between Chicago and New York. The 
yardage money went directly to the parties mentioned, while the 
mileage payments were made to a so-called express company which 
Schwarzchild & Sulzberger controlled. 

Speaking of this arrangement, the Interstate Commerce Commis- 
sion said: 


“The mileage paid by the railroad companies pursuant to the 
contract as compensation for the use of the cars, from September 
Ist, 1888, to September Ist, 1890, was $205,582.68. ‘The entire 
expenses of the Express Company, including car repairs and 
salaries of its officers and manager, for the same period, were 
$34,050.48, leaving a net profit of $171,532.20. To this must be 
added the yardage charge paid S. & S. The amount of this is 
not shown by the testimony, but at three and one-half cents per 
hundredweight for a carload of 22,000 pounds it amounts to 
$7.70 per car, and if the shipments amounted to 100 carloads per 
week it amounts to $770 per week, or $40,040 per year... . 

“To put the matter in another form, the effect may be looked 
at upon a single carload shipment. The car mileage for the round 
trip of a car is $13.71. The yardage paid is $7.70—total, $21.41. 
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Assuming a round trip to be made in a week, the interest on the 
cost of the car for that period at 6 per cent is 72 cents, leaving a 
net profit of $20.69. This represents substantially the advantage 
S. & S. receive over other shippers on a single carload shipment, 
and they either have so much more profit if their cattle are sold 
at the market price, or they can sell at a correspondingly lower 
price than their competitors who are not so favored, and com- 
mand the market.” t 


Shippers still frequently build cars for the transportation of special 
types of commodities. Tank cars, refrigeration cars, and coal cars 
are illustrations of this practice. A shipper who owns cars is more 
likely to have cars at his disposal when he needs them than a shipper 
who relies entirely upon the railroad, while the cars are also more 
likely to suit his special requirements. 

But while a shipper may build cars and may even rent them to the 
railroad for a price, his revenue from this source may not exceed a 
reasonable return upon his investment. He may not, directly or 
indirectly, secure a reduction in rates as a result of his car ownership, 
nor may he ask for special service except in the respects mentioned. 
What is true of railway cars is also true of other railroad facilities. 


Teaming Allowances 


St. Louis and East St. Louis are, respectively, upon the western 
and eastern banks of the Mississippi River. In 1905 the rates to 
Western points were the same from either town. Not only this, but 
shippers were allowed to deliver freight to a transfer company at 
East St. Louis, if they found that method quicker than delivery to 
the railroad, whereupon the transfer company teamed the consign- 
ment across the river and delivered it to the railroad upon thé St. 
Louis side. The teaming cost the shipper nothing, but the railroad 
paid the transfer company 5 cents per 100 pounds for this service. 

The Simmons Hardware Company was a large firm with teams and 
warehouses in both St. Louis and East St. Louis. In 1905 the Sim- 
mons Company asked to be allowed to team its own westbound 
freight across the river, and to receive the § cents per 100 pounds” 
formerly paid to the transfer company. To avoid difficulty, the 
Simmons Hardware Company incorporated its teams into an organ- 
ization known as the Eclipse Transfer Company. Henceforth the 
Eclipse Transfer Company received consignments from the Simmons 


a Shamberg t. Di Lie WoROR: Ca, 3 IC. Re 403, 18. 19: 
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Hardware Company at East St. Louis, transported them to the rail- 
road depot at St. Louis, and received 5 cents per 100 pounds from the 
railroad for the transfer. 

This arrangement, the Interstate Commerce Commission pointed 
out, was unfair to other shippers. According to the Commission, it 
was a departure from the published tariff, a rebate, and a discrimina- 
tion in favor of the Simmons Hardware Company as against compet- 
itors who drayed their goods from warehouses to depots at their own 
expense.t The plan certainly had elements of unfairness, and the 
Commission wisely ordered it discontinued. 


Wight v. United States 


A clear difference in attitude toward concessions based upon com- 
petition is shown by comparison of the well-known case of Wight v. 
United States, decided by the United States Supreme Court in 1897,” 
and a report of the English Rates Advisory Committee to the English 
Minister of Transport in 1921. The Wight case arose under a clause 
in the Act to regulate Commerce which specifically forbade a carrier 
to charge one shipper less than another for the transportation of a 
like kind of traffic under similar circumstances and conditions. The 
litigation concerned a teaming allowance in the city of Pittsburgh. 
The facts are illustrated in the following diagram: 


A D 


Lle¢ 


B ye 


In the above diagram, the lines AB and DE indicate two competing 
railroads running into Pittsburgh. F is a freight house belonging 
to Railroad DE, and C and G are two privately owned warehouses, 


1Tn the Matter of Divisions of Joint Rates, to I. C. C. 661, 1905. 
2167 U.S. 512, 1897. See also Richmond Chamber of Commerce v. Seaboard Air 
bine; aa 1) CaGe ans, 1907. 
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one located upon a spur of the railroad AB and the other located in 
the city of Pittsburgh but not upon any railroad line. 

The favored shipper in the Wight case was a man named Bruening, 
who had a beer warehouse at C, and who, because of this advan- 
tageous position, received his freight without the necessity of paying 
a drayage charge. In order to share in Bruening’s traffic, railroad 
DE offered, if Bruening would ship over its line, to team his freight 
across the city of Pittsburgh from F to C without charge, thus 
making the same delivery at C as railroad AB was already prepared 
to make, and at the same expense. Later, Bruening, who had 
accepted the offer, proposed that he should do the city hauling him- 
self, and that railroad DE should pay him 3% cents per 100 pounds 
to cover the expense. This was done. 

The rate on beer from Cincinnati to Pittsburgh was 15 cents, 
whether freight moved over AB or DE. But under the arrange- 
ments between Bruening and carrier DE, Bruening enjoyed an 
advantage over the owner of a warehouse located as was the ware- 
house at G. For G had to pay 15 cents and accept delivery at F, 
while Bruening paid only 15 cents less 3% cents, or 1144 cents, for 
delivery at F, the difference being used to cover the teaming cost to C. 

The discrimination in Bruening’s favor was defended upon the 
ground that Bruening’s warehouse, by reason of its location, had the 
benefit of competition. This made conditions, it was said, dissimilar 
at C from those at other warehouses, such as that at G, and justified 
a lower rate to Bruening than was given to his competitors. 

The United States Supreme Court ruled, however, that railroad 
rates must be the same to all unless conditions were dissimilar, and 
further, that the presence or absence of competition did not make 
conditions dissimilar in any sense which would justify a difference 
in rate between two persons shipping a like commodity from the 
same point of origin to the same city of destination. 


Report of the English Rates Advisory Committee 


This report was one of several dealing with the revision of English 
railroad rates after the World War. The English Committee, in the 
course of a discussion of services which English railways were render~ 
ing to traders either free or at a nominal charge, mentioned the 
following types of service: 


“1, Where traders have a private siding connected with one of 
the railway companies the other railway companies cart the goods 
of the trader to and from the company’s nearest railway station 
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free of charge for collection or delivery, and also pay him on 
such traffic any siding rebates or allowances that he would have 
received had the traffic passed over the siding. There are 53 of 
such sidings. . . . In addition, a railway company with whose 
line a private siding is connected carts goods to and from parts 
of the traders’ works which are not adjacent to the siding from 
and to their stations without charge for collection or delivery, 
and other companies follow suit. This practice formerly existed 
in other parts of the country but has been abolished except in 
these districts. 

“2, At certain public wharves upon the canals the railway 
companies collect or deliver goods (as the case may be) usually 
by boat, as if such wharves were stations of the railway com- 
panies, making no charge for such collection or delivery, or for 
loading and unloading the barges, the traffic being actually 
charged at the rate applicable at the station nearest to the public 
wharf, and where the rates are C and D a rebate being allowed. 
There are 30 of such public wharves, . . . in some cases private 
works of the traders with canal frontage being treated as public 
wharves and in other cases works in the neighbourhood not 
actually fronting on the canals receiving similar privileges. 

“3. Where a trader has a shed for potatoes at a station of one 
of the railway companies, the other railway companies collect or 
deliver potatoes at such shed without making any charge for such 
collection or delivery. There are six of such potato sheds... . 

“4. Where anchors or chains are sent at C and D rates from 
the works of a trader the railway companies convey the same to 
one of the three test houses at Cradley, Netherton and Tipton 
Basin for the purpose of being tested, and after they have been 
tested collect them and forward them to their destination, making 
no further charge than would be made if the carriage had been 
from the works of the trader to the ultimate destination without 
interruption, or from the group in which the test house is situate. 
Where the goods are sent at S to S rates a charge is made for 
delivery to the test houses, but they are collected there after test 
without charge. 

“These concessions appear to have arisen out of the competi- 
tion between railways and canals, or between railway companies 
themselves, and have resulted in some cases in the traders secur- 
ing free boatage or cartage over distances amounting to from 
three to five miles, or even as much as eight miles when their 
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works have been distant from the railway station of one of the 
companies. 

“The railway companies estimate that the withdrawal of these 
concessions to the traders will effect a saving to the railway 
companies of £80,950 a year.” ? 


It will be observed that three out of the four instances listed by the 
English Committee fall within the rule of the Wight case, the fourth 
instance being analogous to a transit rate. ‘The “Wight” rule is 
nevertheless not applied in England, and the Committee accordingly 
advised that the railways should be left free to act, at least until a 
pending general revision of rates came into force, when the matter 
could, if necessary, be reconsidered. 

It is evident that the recommendation of the English Rates Ad- 
visory Committee represents a point of view which differs from that 
embodied in decisions of the Supreme Court of the United States. 


Elevation Allowances 


The so-called elevation of grain is a process by which grain is 
unloaded from wagons or railway cars, taken into a warehouse, 
cleaned, graded, stored, and subsequently redelivered, perhaps for 
local consumption and perhaps for further transportation. Elevation 
greatly facilitates trading in grain, and is also convenient for the rail- 
road, since it allows the consolidation into heavier carloads of small 
consignments received at country stations. For this reason, railroads 
sometimes pay part or even the whole cost of elevation. The practice 
has some reasonable basis, but it may easily lead to discrimination. 

The propriety of elevation allowances has been before the courts 
and the Interstate Commerce Commission in a number of cases. 

In a leading case in 1904, it appeared that the Union Pacific Rail- 
road desired to have all of its grain cars unloaded into elevators at 
the Missouri River, partly to keep these cars upon its line and partly 
to secure a heavier average loading per car by a subsequent reloading. 
The company accordingly conveyed land in Council Bluffs and 
Kansas City to a man named Peavey, and agreed to pay Peavey, if 
he would construct a grain elevator, the sum of 1% cents per 100” 
pounds of grain passing through the elevator. Peavey was an 
extensive buyer and shipper of grain on his own account, as well as an 


1 Ministry of Transport, Report of the Rates Advisory Committee on the Interim 
Revision of Railway Rates, Tolls, Fares, and Charges, July and October, 1920. Part 
If. Fares lower than ordinary and services rendered free or at nominal charges. 
British Sessional Papers, 1921, vol. xvii, Cd. 1148. 
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operator of elevators. At one time, indeed, he handled 60 per cent 
of all the grain shipped from Union Pacific stations. By virtue of the 
arrangement described, he of course received 114 cents per 100 
pounds upon the greater part of his material. This raised the ques- 
tion as to whether or not Peavey was receiving a special favor. 

In 1904 the Interstate Commerce Commission considered the 
Peavey contract, and pronounced it legal.1 The Commission said 
that the amount of the allowance given Peavey was not unreasonable, 
and the fact that Peavey derived incidental advantages from the ar- 
rangement, as he certainly did, was not sufficient to justify denuncia- 
tion of the contract. 

In 1907, the Commission had so far changed its view as to cut 
down Peavey’s allowance to 34 cent per 100 pounds, upon the ground 
that this amount would cover the bare cost of elevation and that no 
profit should be allowed.” 

The following year it declared even the reduced allowance to be 
illegal. ‘The allowance had meanwhile been extended to all elevators 
at Omaha, and not merely to Peavey & Co., but the payments still 
discriminated in favor of shippers who owned elevators against 
shippers who did not. Railroads might, said the Commission, pay 
for the transfer to grain from their own cars to the cars of connecting 
roads. But the elevation allowance did more than this. 


“Tf, however,” [said the Commission] “the Union Pacific 
Company gives to the shipper over its line the privilege of secur- 
ing for nothing an official weight and inspection of his carload of 
grain; if it issues to him a certificate by which it agrees to hold 
a certain amount of grain of a certain grade at the pleasure of 
the shipper and send that grain forward to whatever destination 
the shipper names, an entirely new element 1s introduced into 
the transaction. This is not an incident of transportation, nor 
is it performed for the benefit of the carrier. It is a part of the 
grain dealer’s business, is for his benefit, and is of value to him. 
If it is accorded to one dealer and not to another, a preference 
in favor of the dealer who receives it arises. "This service the 
railroad company has no right to render free when this works 
an undue discrimination against other shippers.” # 


1In the Matter of Allowances to Elevators, etc., 10 I. C. C. 309, 1904. 
2In the Matter of Allowances to Elevators by the Union Pacific Railroad Company, 


eo Ih (COZ iiss soley 
3 Traffic Bureau, Merchants Exchange 9, C, B. & Q. R, R. Co., 14 I. C. C. 317, 


330-31, 1908. 
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The Commission’s order of 1908 was reversed by the courts upon 
the ground that the elevation allowance to Peavey & Co. covered 
a transportation service, that it was reasonable in amount, and that 
it was not made illegal by the fact that shippers like Peavey were 
able to have their grain inspected, weighed, cleaned, and graded in 
the elevator at the same time that it was stored.) In 1912 the Com- 
mission expressed the opinion that 14 cent was sufficient to cover 
the cost of transportation elevation,” and three years later the car- 
riers voluntarily discontinued all such payments at the principal 
cities where the discussion had taken place.? 


Industrial Railroads 


An industrial railroad is, as its name implies, a railroad owned 
by an industry and used, at least in part, to facilitate plant opera- 
tions. A logging road running from a sawmill into the forest is 
such an enterprise. The trackage which connects the plant units 
in a manufacturing establishment is another. The industrial railroad 
takes on, in part, the function of a common carrier when its tracks 
are extended beyond the boundaries of the owning plant, and when 
it begins to accept traffic from outsiders. It may then become some- 
thing more than a plant facility, and may both assume new responsi- 
bilities and acquire new privileges. Discrimination may occur in 
connection with an industrial railroad when the larger main line 
railroad which connects with the industrial system makes unreason- 
ably large allowances for the services which the industrial railroad 
performs. 

A few instances in which the industrial railroad has been used 
as a means of discrimination are as follows: 

In the Hutchinson Salt case * it appeared that one of the mills 
of the Hutchinson Salt Company, Hutchinson, Kansas, was located 
between the tracks of the Atchison, Topeka, and Santa Fé Railway 
Company and the Chicago, Rock Island, and Pacific Railway Com- 
pany. The salt company owned 4,000 or 5,000 feet of track con- 
necting its plant with both of these railroad systems. It owned 
no other track. 


In July, 1902, the Hutchinson Salt Company organized the Hutch- 


1 Peavey & Co. v. U. P. R. R. Co., 176 Fed. 409, 1910; I. C. C. ». Diffenbaugh, 222 
LORS il, aeomiy, 

?In the Matter of Elevator Allowances, 24 I. C. C. 197, 1912. 

§Grain Elevator Allowances, 34 I. C. C. 442, 1915. 

*In the Matter of transportation of Salt from Hutchinson, Kansas, 10 I. C. C. 1, 
1904. 
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inson and Arkansas River Railroad Company. This new company 
bought the track which had formerly belonged to the salt company. 
Application was then made to the Santa Fé and to the Rock Island, 
and these systems agreed to grant the Hutchinson and Arkansas 
River Railroad Company a division of 25 per cent of the through 
rate on bulk salt from Hutchinson to Kansas City, Omaha, etc., ae 
ject to a maximum of 50 cents a ton to all Missouri River pemits 
The rate on bulk salt to Kansas City was then Io cents per 100 
pounds, or $2 per ton, and up to October 12, 1903, $15,301.39 had 
been paid as divisions. 

The Hutchinson and Arkansas River Railroad Company rendered 
no service in return for the division which it received, except to 
allow the use of its track. It owned no equipment, did no switching, 
and issued no bills of lading. In fact, there was no mention of 
service in the negotiations which led up to the granting of the allow- 
ances mentioned in the preceding paragraph. ‘The point dwelt upon 
was not service, but the alleged fact that large quantities of foreign 
and domestic salt were being sold upon the Missouri River, and that 
some inducement must be held out to producers if any bulk salt was 
to be moved from the Hutchinson field into this territory. 

When we remember that the cost of manufacturing a ton of salt 
in Kansas in 1903 was approximately $2, not including the cost of 
transportation, the significance of the arrangement that has been 
described is clear. The Santa Fé and the Rock Island might have 
reduced their rates upon salt, if they had desired to help Kansas salt 
manufacturers to compete upon the Missouri River. Such a reduc- 
tion could have been defended. But to offer a saving of 50 cents 
a ton to a subsidiary of one salt company, without offering the same 
reduction to other salt companies, was to work a discrimination which 
neither the law nor public policy would allow. 


International Harvester Case 


In the International Harvester case,! testimony showed that, in 
1901, the McCormick Company of Chicago operated an extensive 
plant for the manufacture of agricultural implements. As part of 
this plant it had constructed and was maintaining within the limits 
of its grounds, 17 miles of railroad track. It used two steam locomo- 
tives and several electric motors upon these tracks in the various 
operations connected with its business. 


1In the Matter of Division of Joint Rates and Other Allowances to Terminal Rail- 
roads, 10 I. C. C. 385, 1904. 
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Cars were delivered to the McCormick Company by the Santa 
Févsystem, the Burlington system, and by the Chicago Junction 
Railway, one of the switching lines in Chicago. These railroads 
sent their locomotives upon the McCormick Company’s tracks in 
the course of delivery of cars, and performed there certain switching 
services which, although rendered free of charge, caused the manu- 
facturer some congestion and embarrassment. 

Being dissatisfied with existing conditions, the McCormick Com- 
pany organized the Illinois Northern Railroad. The new railroad 
acquired, maintained, and proceeded to operate the 17 miles of track 
formerly owned by the McCormick Company, together with about 
5 miles of track that connected the McCormick switch with the line 
of the Santa Fé. The McCormick Company, and its successor, the 
International Harvester Company, absolutely controlled the Illinois 
Northern, besides supplying it with a large and probably the major 
portion of its traflic. 

In the ordinary course of business the Illinois Northern Railway 
now received cars from the main line railroads at Chicago, switched 
them 4 miles or less, and delivered them either at the McCormick 
plant or at one of the industries along the 5 miles of track acquired 
from the Santa Fé. At first it demanded and received from $1 to 
$3.50 per car from its connections for the switching service. The 
Interstate Commerce Commission was of the opinion, when it con- 
sidered the matter, that $3.50 was a reasonable charge. But fol- 
lowing this, the Illinois Northern demanded that its connections 
allow it not a switching charge, but a division of the through rate 
amounting to 20 per cent of the rate on business destined to the 
Missouri River. Inasmuch as the rate on farm machinery to the 
Missouri River was $60 per car, the payment to the Illinois North- 
ern for its work suddenly increased from $3.50 to $12. The Com- 
mission found that companies like the Santa Fé and the Burlington 
assented to the increase demanded in order to secure traffic from the 
International Harvester Company. It therefore concluded that the 
railroads connecting with the Illinois Northern were using their 
relations with that company as a means of giving unlawful favors~ 
to the International Harvester Company, to whose benefit the earn- 
ings of the Hlinois Northern ultimately accrued. This was a repeti- 
tion of the salt case in another form. 


Other Forms of Discrimination 


Among other methods of discriminating between persons are the 
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underweighing or misdescription of shipments, connived at by both 
parties in order to defeat the published rate, the preferential allot- 
ment of cars, free storage, excessive payments for supplies, and the 
extension of credit to some shippers while credit is denied to others. 
This list does not pretend to be exhaustive, for railroads may favor 
shippers at any of the numerous points where the two come into 
business contact, if not restrained by their own interest, by public 
opinion, or by the force of law. 


Objections to Discrimination 


During the past twenty or thirty years the public has more and 
more strenuously insisted that carriers must weigh the public in- 
terest in adjusting charges between their customers. The public 
objection to discrimination is in essence the democratic one that it 
deprives the individual of that equal chance for the pursuit of liberty 
and happiness which is conceived to be his inalienable right. It does 
this directly, by means of a difference in charge, and indirectly by 
its tendency to concentrate business in a few hands. The margin 
upon which success in business to-day depends is so narrow that 
few concerns can resist the pressure of a competitor who enjoys a 
constant, though perhaps a small, advantage, such as he can secure 
through preference in railroad rates. Discrimination also produces 
fluctuations in rates, interfering with the forecasting of costs that 
lends stability to business enterprise. And finally, by substituting 
the individual bargain for the fixed price it recurs to a method of 
marketing which even private business finds wasteful. 

The view that personal discrimination by common carriers is 
intolerable has found repeated expression both in statute and in 
common law. Nor are the carriers themselves anxious to continue 
practices which involve sacrifices of revenue, or to run counter to 
a public view which their managers largely share. Cases of dis- 
crimination are to-day comparatively rare, and when found fre- 
quently result from complex arrangements, the final result of which 
is not always clearly perceived even by the parties most concerned. 


Prohibition of Personal Discrimination in the Federal Act to 
Regulate Commerce 
Discrimination between persons is forbidden by the laws of most 
states and also by federal statute. The pertinent clauses of the Act to 
Regulate Commerce, in addition to those already mentioned in this 
chapter, may be summarized as follows: 
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Section 1 extends the jurisdiction of the Interstate Commerce Com- 
mission to include private cars, terminal facilities, car distribution, 
etc. It also contains the so-called “commodity clause,” forbidding 
a railroad to transport in interstate or foreign commerce any article, 
other than timber and the manufactured products thereof, manu- 
factured, mined, or produced by it, or which it may own in whole or 
in part, or in which it may have any interest, direct or indirect, except 
articles necessary and intended for its use in the conduct of its busi- 
ness as a common carrier. 

Section 2 declares it unlawful for any common carrier subject to 
the Act to Regulate Commerce to collect a greater or less sum from 
one person than from another for a like and contemporaneous serv- 
ice in the transportation of a like kind of traffic. Special rates 
and rebates are specially named and denounced. 

Section 3 declares it unlawful for any common carrier subject to 
the Act to Regulate Commerce to give any undue or unreasonable 
preference to any person, or to subject any person to undue or un- 
reasonable prejudice or disadvantage. 

Section 6 requires carriers to file their rates with the Interstate 
Commerce Commission, and to keep these rates posted for public 
inspection. Thirty days’ notice is required for a change, and no 
rate other than the published rate may be collected. 

Section 10 declares that common carriers who grant or shippers 
who accept transportation for property at less than the published 
rate are alike guilty of misdemeanors, punishable by fine or im- 
prisonment or both. Persons who solicit carriers for concessions are 
liable to the same penalty as those who receive concessions. 

These provisions, together with clauses giving to the Interstate 
Commerce Commission authority to prescribe and inspect railroad 
accounts, appear to provide our chief regulatory body with sufficient 
power to control cases of personal discrimination in interstate and 
foreign commerce as fast as these cases are defined and discovered. 
State laws are generally modeled upon the federal statute, and the 
two together form a body of legislation that is reasonably complete 
and satisfactory so far as discrimination between persons is con- 
cerned, 
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CHAPTER ATX 
THE PROBLEM OF PRICE-FIXING—THEORY OF RATES 


The Theory of Railroad Rates 


The general obligation resting upon the common carrier requires 
not only equality, but reasonableness of rates. What the standard 
of reasonableness shall be is, however, a matter of considerable 
difficulty to determine. In some instances, as in the case of street 
railways, the rate is set in the company’s charter or by municipal 
ordinance, and is influenced by such matters as custom, the financial 
condition of the street railway company, the quality of service de- 
sired, or even the denominations of the smaller coins in the national 
currency that are likely to be used in paying fares. In other lines, 
such as inland waterways or automobile transportation, the rate is 
controlled by the competition of other existing agencies, so that the 
question of independent rate-fixing assumes little importance. Prob- 
ably the fullest discussion of common-carrier rates has taken place 
in connection with railroad service. 


General Consideration Relating to Railroad Rates 


The prevalent view among railroad men with regard to rates is 
that railroad rates are adjusted by a process of intelligent guessing 
so as to produce, in the long run, the greatest net revenue to the 
railroad which makes the rates. This view is qualified, to a greater 
or less degree in individual cases, by reference to the public interest, 
or to a level of charges which has the sanction of custom. Without 
attempting to dogmatize, or especially to controvert the statement 
just given, let us now consider in more detail a few of the facts 
which affect rate judgments, and some principles which the fixing 
of rates involves. 


Free v. Nonfree Transportation 


In discussing the basis of railroad charges it should be remem- - 
bered that the first proposition to be established is that railroads 
shall charge any rate at all. Doubtless transportation companies 
could not continue under private management unless permitted to 
charge for their services, but it is not inconceivable that the people 
of a community should prefer to administer their railways on at 
least as liberal terms as they do their highways, free to all users, 
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even though this involved government ownership and the levy of 
taxes to meet the expenses of maintenance. The Erie Canal and 
the artificially improved Mississippi River are now operated upon 
this basis. Even haulage expenses might be met from the proceeds 
of general taxation, although it is unlikely that this would be done 
except in very special cases. 

It is altogether probable that a railroad is worth more to a com- 
munity than that community pays in rates for its maintenance and 
operation. How much more it would be a matter of curious specula- 
tion to decide—the figure is sometimes set at two or three times 
the sum which the railroad earns. But there are solid reasons against 
the provision of free or even partially free railroad transportation 
by any government for its citizens. One such reason, for instance, 
is that a policy which requires shippers to pay for services rendered 
them tends to reduce waste both in the construction and in the use 
of transportation facilities. A second reason is that railroad rates 
are easier to collect than government taxes. Finally, the fact that 
a system of adequate railroad rates permits of private, instead of 
government, ownership of railroads has weight in a country which, 
like the United States, is convinced of the advantages of private 
operation and ownership of transportation lines. 


Total Return to a Railroad for the Service of Transportation 


If we concede without elaborate discussion that every railroad 
should pay its way, we then come to two additional problems: 

1. How much, in the aggregate, should each railroad properly de- 
mand? 

2. What should determine the rates upon particular hauls? How, 
that is to say, shall the burden of paying the total return which is 
deemed just be distributed among the different people who make 
use of railway facilities? 


It Is to the Public Advantage to Pay As Little As Possible for 
the Service of Transportation 


There is logically an infinite series of gradations between charging 
nothing at all for railroad transportation and charging the utmost 
which their necessities may force users of railroads to pay. 

Frankly speaking, it is to the public interest to pay the least 
amount possible for the service of moving goods and people from 
one place to another. This is, indeed, true not only of the service 
of transportation, but also of all other services which the public 
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buys. The less that is paid for one thing, the more is left for another. 
The less paid for transportation, the more remains for production, 
or the more time can be reserved for purely pleasurable activities. 
From the point of view of the general public, therefore, the smaller 
the aggregate revenue of the carriers the better, assuming always 
that the services supplied remain the same. 

The last sentence in the preceding paragraph suggests, however, 
some important qualifications to the doctrine that the best standard 
of total railroad revenues is the lowest one. Whatever the aggregate 
railway revenue may be, it must suffice to maintain the railway plant 
in as good condition as the needs of the community demand, and 
it must cover the operating costs incurred in running this plant in 
a satisfactory manner. Indeed, railway revenue must do more than 
this, for it must also provide a surplus from which to pay individuals 
who invest capital in railway enterprise for the use of the capital 
which they so invest. Nothing short of this will render a railway 
system truly self-supporting. To save in rates at the expense of 
quality of service is like attempting to economize in one’s clothing 
bill by buying less durable shoes, or, to use a still better illustration, 
it is like reducing factory costs by installing poorer machines. In 
either case the apparent saving will presently produce an actual 
increase in expenses, assuming always that the shoes or the machines 
formerly in use were of the quality best suited to the needs of the 
persons who used them, 


Distribution of Railway Expenditures 


As a practical matter, whether a community pays more or less for 
its railway service depends upon two things. The first of these is 
the efficiency with which the service is conducted, and the second is 
the price which is paid (a) for material, (b) for railway labor, and 
(c) for the use of capital. 

According to figures compiled by the Bureau of Railway Eco- 
nomics, railway operating expenses in the year 1925 were as follows: 


Distribution expressed 


Amount in cents per dollar of 
gross revenue 
Labor (salaries and wages)...... $2,645 , 842,686 Agi 
Forel (locomotive): .< 5. snes 407 , 263 ,044 (SA 
Material, supplies & miscellaneous 1,157,781,779 18.9 


Loss and damage, injuries to per- 
SOnowallderncinance ne ear 103,726,169 M7 
Depreciation and retirements. . . 224,190,995 3.6 
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OREGAND seen auld gd Stata oS 358,516,046 5.9 
Hire of equipment and joint facil- 
iby net LEntaise wes tala oo 104,108, 505 re 
Total expenses and taxes... $5,001, 429,224 81.7 
Total operating revenues... $6,122,509,856 100.0 


Expenditures for Labor 


The table just given shows very clearly that the expenditures for 
labor are the largest which a railroad has to make. The fact would 
be even more evident than it is were we to take account of the large 
part which the cost of labor plays in the price of materials and in 
determining the sums which governments find it necessary to collect 
in taxes. 

The sums spent by American railroads for wages and salaries to 
their employees have been, in recent years, as follows: 


Per cent of 


Year ending Amount operating revenues 

June 30 
TOT maa eae Oe Peat reas tm Pattee $1,208 , 466, 470 42.36 
ON Ies Sh Beeler nore eto ner ok eae T2525 347 097. 43.00 
MON Geena emer meteor cr avesstene ever es We Ol3345308 43.05 
HOU NESS ian, sia CaN tka eee PyQoliy.. 292 44.17 
EO) USA cid Seid © re CER OOO a ee I, 242,319,254 42.02 
TROD ES Ta RR ae eieled, nee cs ph epee es cain I 403 ,968, 437 40. 43 

December 31 
i CONUOY a ittaes ae Cac, rite, Lt Aten ene 1, 506,960,995 40.83 
SAO) 7k omy MONT eR cae tcA eRe Te? ice I, 783,214,071 ABER 
INGA 77 hs erence corn eratbeons CAE I 7BOmA Soe lA2 ABB 
NOP Le! Tees as oN NCvea cokecion soil eee 2,606,284,245 t 53-40 
{KONKS) Th Sigete a er apie oe Ooo ee 2,828,014,440f 54.97 
1COPAO «IT ane pea UNCLE eR ONC iceyrech POG OEE 3,681 , 801 , 193 59.59 
LO 2 ili liceres nia ths, Se eyes stereo as 282 2,765 ,218,079 § 50.13 
TROP Ts 5 Orne Ie Paceerergene oa Orcatn eG 2,640,817,005 § 47.50 
LOD SMIREAPR Seis ohh eo oust oreo hr 3,004,071 , 882 § 47.76 
GD Ail eee eee Cae ee ee ee ono 2,825,775,181 § AT Te 
LOD Gui CINCetinices  Saein tanae as 2,860, 607,183 § 46.72 


* Railways of Classes I, II, and III, excluding switching and terminal companies. 

+ Class I railways only, excluding switching and terminal companies. 

t Data for 1918 and 1919 do not cover employees of corporate organizations whose 
properties were under federal control. The difference between the wage figure in 
this table and that contained in the previous table is due to the exclusion from the 
earlier statistics of labor expenditures not chargeable to operating expenses, and to 
the inclusion of these figures in the statistics here presented. 

§ In 1921,.93.65 per cent of the reported compensation was chargeable to operating 
expenses. In 1922 the corresponding percentage was 93.47 per cent; in 1923, 92.72 


340 PRINCIPLES OF INLAND TRANSPORTATION 
Influences Which Affect the Amount Paid in Railroad Wages 


A considerable proportion of the employees of American railroads 
are strongly organized in four great brotherhoods—those of the 
locomotive engineers, the locomotive firemen, the conductors, and the 
trainmen. The railway shopmen have affiliated with the American 
Federation of Labor, although many of them at the present time are 
organized locally into unions coextensive with the lines of the rail- 
way systems which employ them. The level of pay of these or- 
ganized employees undoubtedly reflects the bargaining power exerted 
by the unions. 

For the rest, there are two theories which attempt to explain the 
level of wages which is paid or should be paid to railroad labor. 
The first of these proceeds on the basis of a budget in which are 
assembled those items which are considered by the persons who draw 
up the budget to be essential to the maintenance of the efficiency 
of railway labor, or, more generally, to the maintenance of what 
is called a decent or American standard of living. The second at- 
tempts to relate wages in the railroad industry to wages in other 
comparable lines of work. The laborers themselves are inclined, 
not unnaturally, to appeal to the standard of living test when the 
general level of wages tends to decline, and to the comparative test, 
or to the doctrine that wages should reflect the bargaining power of 
the labor group, when conditions seem ripe for a rise. 

In view of the large proportion of railroad expenditures which go 
for the payment of wages and salaries, we may safely say that the 
aggregate revenue anlich railroads collect from the shipping and 
consuming public depends more upon the level of wages which the 
public consents to have paid to railway labor, and, incidentally; to 
labor producing supplies for railroad use, than upon any other ele- 
ment in railroad operation. If wages are high, rates must be high; 
if wages are low, the effectiveness of labor remaining the same, rates 
may be low. The question of the level of rates at any time is, there- 
fore, in very large part, if not entirely, a question of the payments 
to and the standard of living of that part of the community which is - 
engaged in railroad work. This is a social problem, but we must 


not forget that in the railroad industry it has a vital bearing upon 
the level of rates. 


per cent; in 1924, 92.87 per cent; and in 1925, 92.49 per cent. What part of the totals 
for ex her years was so Slarseable: is not known (Interstate Commerce Commission, 
Annual Report, 1926, p. 108). 
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Expenditures for Material 


Railroads spend approximately three dollars in the purchase of 
materials and fuel for every five dollars which they invest in labor. 
The sum involved is, therefore, very large, although it does not 
represent the largest of the expenditures which the carriers have 
to make. 

The level of payments for material depends largely upon general 
industrial conditions, and partly also upon the relative bargaining 
skill of representatives of the railroads as compared with that of 
representatives of the manufacturers of railroad supplies. General- 
ization with regard to such matters is difficult and dangerous. The 
presumption is that the prices of railway materials are as low as the 
carriers can force them. They are bought, that is to say, upon the 
best terms which railway purchasing agents can secure—men whose 
jobs depend upon their success in buying at the bottom of the market. 
Men acquainted with these agents are likely to credit them with 
average shrewdness and interest in their work. Cases of collusion 
between supply men and railroad men are so rare as to be negligible, 
although it is true in a broad way that negotiations between the two 
may be affected by the fact that the same men are sometimes finan- 
cially interested in the railroad and in the company which supplies 
it. Everything points to the conclusion that the railway pays the 
going, and not more than the going, price for the material which it has 


to buy. 


Railroad Purchases Largest in Times of Active Business 


It perhaps deserves mention, however, that the going price for 
railroad material is swelled by the fact that railroad purchases are 
largest in times of active business when prices generally are high, 
and smallest during times of general depression when prices are 
low. Railroads buy heavily when prices are high because their 
income increases in periods of prosperity, and also because it is easier, 
then, to borrow money in order to anticipate needs of the more or 
less distant future. In this railroads are not unique. All types of 
business enterprise are apt to spend more liberally in times of rising 
prices, and to curtail their expenses when prices fall, uneconomical 
as the practice may seem to be. But the magnitude of the railroad 
industry, and the large proportion which its purchases bear to the 
total production of certain articles, gives prominence to a policy 
when followed by railroad managements which might escape notice in 
the case of less important concerns. 
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Payments For the Use of Capital 


In the long run, and assuming that railway enterprises are con- 
tinuing affairs, not to be liquidated and their assets distributed among 
the proprietors, the payments made by railroad companies for the 
use of capital invested in the railroad business must cover dividends 
to stockholders plus interest and rental charges paid to creditors of 
railroad corporations or to owners of property which railroads use. 

In the year 1924, the payments to owners of railroad capital 
amounted to $1,074,134,181. This was somewhat more than one-third 
of the sums paid directly to railroad labor, and a somewhat larger 
proportion of the expenses for material. On an estimated valua- 
tion of $20,000,000,000, it represented a return of approximately 
5 per cent. 

Speaking generally, the minimum amount which must be set aside 
for interest, rentals, and dividends under a régime of private prop- 
erty is such a sum as will make investment in railway securities 
sufficiently attractive to owners of capital to enable railways to 
secure the use of private funds. 

The railroads of the United States need for their development, 
in order to keep pace with the needs of an expanding population, an 
annual addition to their capital which has been estimated at from 
$740,000,000 to $1,000,000,000. ‘To obtain these funds they must 
offer inducements comparable with those obtained in other fields 
into which capital may flow. The rate of return which railroads 
are obliged to offer may be comparatively low, for the railroad 
industry is relatively stable, but it should be certain, and it cannot 
be indefinitely reduced. Unlike the question of wages, the matter 
of payments to owners of capital is not, at least in current discus- 
sions, complicated by the consideration of standards of living. This 
is partly because the individual who owns railroad stock or bonds 
is not so obviously and publicly associated with the railroad business 
as is the railroad employee, and partly because the former is not 
usually dependent upon the income from his securities for his entire 
support. 


Nature of Controversies in Recent Years 


During the past generation the question of payments for the use 
of capital has come up in two ways. The first, and possibly the 
more fundamental, has taken the form of a demand on the part 
of carriers for increased rates in order that they may increase the 
payments which they have been able to make for the use of capital 
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invested in their plant. The other class of cases has been the re- 
sult of attempts by legislatures or by railroad commissions to reduce 
railroad rates—attempts which the railroads have resisted, at least 
in part, upon the legal ground that the proposed reductions would 
deprive them of property without due process of law and would thus 
run contrary to the prohibitions contained in the federal constitu- 
tion. 


Increases in Rates and Prices 


The change in the trend of railroad rates from a steady progress 
downward to an equally consistent progress upward occurred in 1916. 
The average receipt per ton per mile on American railroads fell from 
-757 cent in 1900 to .754 cent in 1908, and to .719 cent in the year 
ending December 31, 1916. Since 1916, the average receipts per ton 
per mile reported to the Interstate Commerce Commission have 
been .728 Cent in 1917, .987 cent im. 1919, 1.204 cents in 1921, 1.132 
cents in 1924, and 1.114 cents in 1925. 

The spectacular increase of railroad receipts from an average of 
.719 cent per ton per mile to 1.294 cents per ton per mile in a space 
of five years was, of course, due to an equally spectacular change in 
general price levels. This change increased the amounts which car- 
riers had to pay for supplies, and, in conjunction with the advances 
in wages for which they were also forced to provide, made it neces- 
sary for them to obtain a larger revenue from the shipping public. 
Inasmuch as the first parties to bear the brunt of increased railroad 
expenses were investors in railroad securities, the first action of the 
carriers was to ask the Interstate Commerce Commission for higher 
rates in order to earn larger revenues in order to be able to pay a 
return upon invested capital comparable to that obtainable in other 
lines of business. This led to a series of important Commission 
cases, in which the financial condition of the American railroad sys- 
tem was repeatedly discussed. 


Applications for Increase in Earnings 


The first of these comprehensive cases involving the general level 
of rates in the United States which grew out of the price changes of 
the past twenty-five years was brought in 1911 by carriers in Of- 
ficial Classification territory. This territory is bounded, roughly 
speaking, by Canada upon the north, the Atlantic Ocean upon the 
east, the Ohio and Potomac Rivers upon the south, and the Missis- 
sippi River upon the west. The carriers in Official Classification 
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territory sought in 1911 a general advance in class rates, together 
with an increase in about one-half of the commodity rates in the 
territory affected. In proceedings brought at the same time, other 
carriers sought increase in several hundred thousand rates applying 
west of Chicago. The advances were defended upon the ground 
that the net operating revenues of the railroads in these districts 
had become unduly low. The Interstate Commerce Commission 
considered the proposed increases in two comprehensive investiga- 
tions but disapproved them because the Commission did not believe 
that the higher rates were necessary to enable the railroads to earn 
a fair return.* 

In 1914, the carriers north of the Ohio and Potomac Rivers again 
sought general freight increases, ranging this time from 3 to 50 per 
cent. Insufficiency of revenue was again the plea. The Commis- 
sion now allowed part of the advances asked for, but refused to 
permit the rest.” 

The following year, and in 1916, Western carriers endeavored 
to secure increases in rates upon selected commodities, including 
grain and grain products, coal, fruit, cotton piece goods, etc., etc.3 

In 1915, the so-called lake routes to and from trunk line and New 
England territories applied for greater earnings.* 

In 1917, carriers East and West and South represented to the 
Interstate Commerce Commission that an emergency had arisen 
in their operation which required prompt remedial measures. They 
asked and were allowed to file schedules proposing a general and 
horizontal increase of 15 per cent on all freight rates except upon 
certain designated commodities. On complaint, the tariffs in ques- 
tion were later suspended, but some increases were allowed. 

Stull again, in 1920, encouraged by new legislation, carriers in all 
parts of the country joined in an application for rates sufficient to 
increase their revenues to the figure of 6 per cent upon the aggregate 
value of their property. he validity of the principles for which 
the carriers contended was recognized by the Interstate Commerce 
Commission, and rates were generally increased, both on passengers. 


1TIn the Matter of Investigation of Advances . . . in Official Classification Terri7 
tory, 20 I. C. C. 243, 1911; In the Matter of Investigation of Advances . . . in West” 
ern Trunk Line, Trans-Missouri, and Illinois Freight Committee Territory, 20 I. C. C. 
307, 191. 

2 The Hive Per Cent Case, ar 1.1C)'C2 350. om. 

* Western Rate Advance Case, 35 I. C. ©. 497, Tos: 37 J. ©. C, 114, 191s; Rate 
Increase in Western Classification Territory, 38 I. C. C. 94, 1916. 

“Rates ofa Rail-and-Lake Routes, 37 I. C. C. 302, 1915. 
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and upon freight.1 A part of the increases granted in 1920 were later 
taken away, upon the ground that railroad expenses had declined 
subsequent to the date of the advances.” 

The last important advanced rate case considered by the Inter- 
state Commerce Commission was brought by Western carriers who 
were earning less than 534 per cent on the value of their property 
and who sought, unsuccessfully, an increase in their charges. 

In all of these instances, the desideratum was a standard of ag- 
gregate revenue which the carriers of the United States should be 
allowed to earn in order to pay such a return to investors as to 
enable them to bid for new capital upon favorable terms. In most 
instance the carriers’ requests seem, in the light of later informa- 
tion, to have been justified, and increases in rates, as we have seen, 
were in fact allowed, although the Interstate Commerce Commis- 
sion has always been slow to grant the full relief applied for. 


Deprivation of Property Without Due Process of Law 

It may be repeated that the period of the application for increased 
rates on the part of railroad companies in the United States cor- 
responds roughly to the recent period of rising prices. The carriers’ 
resistance to legislation that threatens to reduce their earnings is 
somewhat older, and the line of judicial decisions relating to it is 
even more complete. 

The clauses in the Constitution on which railroads rely for pro- 
tection against improper rate reductions are two: 


“Article V: ‘No person shall be held to answer for a capital, 
or other infamous crime, unless on a presentment or indictment 
of a Grand Jury ... nor shall be compelled in any Criminal 
Case to be a witness against himself, nor be deprived of life, 
liberty, or property, without due process of law; nor shall private 
property be taken for public use, without just compensation.’ 

“Article XIV: ‘ . . . No State shall make or enforce any law 
which shall abridge the privileges or immunities of citizens of 
the United States; nor shall any State deprive any person of 
life, liberty, or property, without due process of law, nor deny 
to any person within its jurisdiction the equal protection of the 


lewse 


The significant words in the quoted paragraphs are those which 
protect the individual from taking of his property without due process 


1In the Matter of Increased Rates, etc., 58 I. C. C. 220, 302, 1920. 
2 Reduced Rates, 1922, 68 I. C. C. 676, 1922. 
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of law. Article V refers to federal, Article XIV to state, action. It 
has been held by the courts that to reduce the earnings of property 
is to take at least a portion of the property affected, and if the re- 
duction is too great, the courts will condemn it as lacking in due 
process. 


Doctrine of Smyth v. Ames 


There are two theoretical questions involved in every railroad 
case under the due-process clause. The first is as to the rate of re- 
turn which shall be allowed upon railroad property. The second 
is as to the value of the property upon which the rate of return 
shall be calculated. While there is little of interest in court dis- 
cussions with regard to the first of these matters, the second has 
been treated at such length as to justify a somewhat careful explana- 
tion. 

The first comprehensive case in which the United States Supreme 
Court attempted to enumerate the factors which should have weight 
in determining the rate base upon which a railroad should be al- 
lowed to earn a fair return was that of Smyth v. Ames.1_ This case 
involved the validity of a statute of the State of Nebraska, fixing 
maximum freight rates to be charged upon railroads in that state. 
Counsel for the carriers contended that railroad earnings at the pre- 
scribed rates would be so low that they would fail to yield a fair 
return upon a fair value of the railroad property affected. In up- 
holding the contention of the carriers, the Supreme Court used, with 
respect to the measurement of value, the following words: 


“And in order to ascertain that value, the original cost of con- 
struction, the amount expended in permanent improvements, the 
amount and market value of its bonds and stock, the present as 
compared with the original cost of construction, the probable 
earning capacity of the property under particular rates fixed by 
statute, and the sum required to meet operating expenses, are 
all matters for consideration, and are to be given such weight 
as may be just and right in each case. We do not say that 
there may not be other matters to be regarded in estimating | 
the value of the property.” 


Inasmuch as the standards mentioned in the Smyth v. Ames de- 
cision are mutually contradictory, most subsequent discussion has 
been devoted to the elaboration of some one or other of the points 


1169 U.S. 466, 1898. 
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mentioned, in the attempt to show that the selected principle de- 
serves foremost consideration in determining the base against which 
earning power shall be reckoned. The alternatives most dwelt upon 
are the following: 


Original Investment 


The theory which requires the acceptance of original investment 
as a rate base is sometimes called the principal-and-agent theory. 
It starts with the proposition that transportation is a public service, 
which the community may properly provide for itself. If, instead 
of building its own railroads, a nation allows private investors to 
construct and operate transportation lines, then these private in- 
vestors are to be regarded as agents of the state, and their com- 
pensation is to be fixed according to principles which govern the 
relations of principal and agent in other fields. More concretely, 
the theory implies as a logical conclusion from its premises that 
private investors, as agents, should be assured the customary rate 
of return upon all moneys spent in the construction of railroad prop- 
erties for the service of the state, without deduction if the market 
value of these properties subsequently declines, and without increase 
if the market value goes up. This, the theory holds, is the fair 
return to be paid by the public for the use of capital in the rail- 
road business. Special losses and special profits are for the account 
of the principal. The only fact which should concern the agent is 
the agent’s investment and the normal rate of return upon capital 
in similar lines. 


Practical Application of the Theory of Original Cost 


In the practical application of the theory of original cost as a 
basis for rate-making, many questions naturally arise. A few of 
them may be referred to as follows: 

1. Shall an original cost valuation be based upon the total invest- 
ment in railway property under consideration, including property 
which has been worn out or abandoned prior to the valuation date? 
Or shall it be based only upon the first cost of the identical units 
in use. Suppose, for instance, that a section of a railroad as first 
laid down has been subsequently relocated. Or suppose that steam- 
operated locomotives, which were responsible for a part of the first 
cost of the property, have been replaced by electric locomotives and 
the old engines scrapped. Is our figure of original cost to include 
the cost of the old and of the new line, of the steam and of the 
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electric locomotives, or does it relate only to the cost of the electric 
locomotives running upon the relocated track? 

2. At what price shall donations be taken into account? Many 
of our railroads have received extensive grants of land and terminal 
facilities. Strictly speaking, these cost nothing, and yet, if no return 
be allowed, the government will be in the position of taking back, 
at a later date, property which it once gave away, without compensa- 
tion to investors who have reasonably relied upon the original govern- 
ment action as upon an established fact. 

3. To what extent shall unnecessary and unwise expenditures be 
taken into the rate base? Doubtless fraudulent padding of con- 
struction accounts must be corrected, in so far as the thing is possi- 
ble. But what shall be done with carriers’ mistakes? 

4. Are investments made from railway earnings entitled to the 
same consideration as investments from the sale of stocks’ ‘hey 
are undoubtedly part of the cost of the railroad, but they represent 
contributions by shippers rather than contributions by owners or 
creditors of the railway property. Possibly a distinction may be 
made here between investment of the proceeds of excessive rates and 
investment of sums which might reasonably have been distributed 
as dividends. But the distinction is difficult to establish, and the 
propriety of it is doubtful when no question was raised at the time, 
either of the legality of the rates or of the legality of the earnings 
from which the investments were derived. 


Advantages and Disadvantages of Original Investment as a 
Rate Base 


If we leave aside these and similar questions of detail, the prac- 
tical advantages and disadvantages inherent in the use of the original 
investment as a rate base are as follows: 

The great advantage of original investment is that it secures for 
the community as a whole and not for private carriers separately 
the increment in the value of railway property which comes from the 
growth of population and, latterly, from the general advance in the 
level of prices which has occurred since the outbreak of the World 
War. Doubtless the railroads are in part responsible for this in- 
crement and therefore entitled to a portion of it. But they are not 
primarily responsible, while their strategic position, above all in our 
large cities, has increased the market value of the holdings of rail- 
road corporations to an unusual degree. 

The great disadvantage of the use of original investment is that in 
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any form yet adopted in this country it has failed to give adequate 
protection to the carrier. The statement of the theory carries, it is 
true, the implication that protection to the investor is perfect. But 
the public has never yet, in the United States, been willing to apply 
the principal-and-agent theory in the case of railroad losses, although 
it is ready enough to use it as a justification for recapturing railroad 
profits, 


Cost of Reproduction 


Instead of accepting the view that an investor in railroad prop- 
erty is entitled under the constitutional provision to a fair return 
upon the investment which he has made, it is possible to argue that 
such an investor should be assured a return upon the basis of the 
cost of reproducing the property under consideration, not upon its 
original cost. 

In so far as we are concerned with original cost, it is doubtless 
clear enough that where conditions change so rapidly as they do 
in industry, there can be nothing more than accidental correspond- 
ence between present value and original cost. This is true whether 
or not we assume that cost and value were at the beginning the 
same. Nor, indeed, is the case for a basis of cost of reproduction 
much better from this point of view. Thus a misplaced railroad 
will never sell for much, no matter how expensive its reconstruction 
may be, while the risks of competitive construction and the heavy 
investment required may endow an existing carrier in a strategic 
location with an earning power and thus a selling value far in excess 
of what would be expected upon a basis of reproduction cost. 

It is not contended, however, by the advocates of reproduction 
cost as a rate base that such a cost and market value necessarily 
correspond. What can be said for cost of reproduction is that, with 
certain assumptions and under certain conditions which are often 
conceived of as ideal, such a cost may actually determine the price 
at which goods are sold. The assumptions which must be made 
if the conclusions which have just been stated are to hold are the 
following: first, that capital is liquid, and that the article which is 
being valued can be multiplied at no extraordinary expense; second, 
that competition is free. When there is no bar to production and 
producers are competing among themselves, prices will approximate 
cost, and less past or original cost than current cost, or cost of re- 
production. Cost may, in this sense, be called the competitive meas- 
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ure of value, and the cost of reproduction theory the competitive 
theory of railroad valuation. 

If, now, the public in a country becomes convinced that the com- 
petitive standard of values is a good one; if it feels that competitive 
earnings are likely to be fair and all other earnings too high or too 
low, such a public may seek out the cost of reproducing property in 
which it has an interest and declare that this figure is the amount 
which it will recognize, irrespective of market quotations or any 
other measure whatsoever. Something very much of this sort is done 
when the value of a railroad is measured by the cost of its repro- 
duction. All parties concerned may appreciate that the real value 
of the property may be above or below what it would cost to repro- 
duce it. But if railroads, being freely reproducible, like boots and 
shoes, would sell at cost, and if the ideal standard of value is that 
attained by the unimpeded working of economic laws operating 
upon freely reproducible articles, then it is possible to say that the 
public interest demands that the value of railroads should correspond 
with the cost of their reproduction, and that the public, by adopting 
cost of reproduction as a rate base, will take action to make cer- 
tain that this correspondence will exist. Such is the theory upon 
which the use of reproduction cost in rate matters can be defended. 


Method of Procedure in Cost of Reproduction Cases 

In estimating cost of reproduction, engineers usually first determine 
the quantities of material of various sorts which are to be found in 
the railroad which is to be valued. The number of rails and ties in 
the track are counted, the amount and width of ballast, the tele- 
graph poles, the cars and locomotives, the station buildings, and 
all other property of like sort. Then the market price for unit quan- 
tities of similar articles is obtained, as of the date of valuation, and 
this price, muluplied by the appropriate quantities, gives the repro- 
duction cost of the physical properties of the road. To complete 
their task, engineers finally take into account so-called “intangible” 
factors. These intangible costs include the costs of organization and 
promotion, interest and deficits, during the development period of the 
corporation, taxes and insurance prior to the beginning of operation, 
and other items of this type. 


Questions of Principle Involved in Cost of Reproduction Valu- 
ation 


Among the theoretical questions raised in the sort of valuation 
which is now being discussed are the following: 
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1. Is cost of reproduction to be understood as the cost of an identi- 
cal reproduction of the existing plant, or of a plant capable of per- 
forming the same service as the existing plant, even though not 
identical? 

2. In determining cost of reproduction, should the conditions as- 
sumed to exist during the reproduction period be conditions as they 
are found at the time when the valuation is made, or should they be 
conditions at some other time, say at the time when the plant was 
first built? The first basis will yield the higher value, but it may not 
give a fair result. 

Suppose, for example, that the presence of a railroad draws settlers 
to a town and that the competition of settlers with each other causes 
land values to increase. Shall we now, in determining the cost of 
reproduction of the railroad just mentioned, estimate land values 
as they are, or shall we refuse to take into account the effects of the 
construction of the line which we are valuing upon surrounding prop- 
erty and proceed to estimate reproduction cost on the theory that 
the railroad is to be built through an unsettled country under the 
same conditions which prevailed when the first road appeared? 


Attitude of the Courts 


There is very little precision in the attitude of the courts with 
regard to the more difficult problems of reproduction theory valua- 
tion. Mr. Justice Brandeis, in his concurring opinion in the Bell 
Telephone case,’ pointed out that the use of reproduction cost was 
urged in 1893 in the expectation that this procedure would justify 
legislative reduction of railroad rates. Discussing the attitude of 
state railroad commissioners, Mr. Brandeis continued: 


“Evidence of reproduction costs was certainly welcomed, be- 
cause it seemed to offer a reliable means for performing the 
difficult task of fixing, in obedience to Smyth v. Ames, the 
value of a new species of property to which the old tests—sell- 
ing price or net earnings—were not applicable. The engineer 
spoke in figures—a language implying certitude. His estimates 
seemed to be free of the infirmities which has stamped as un- 
trustworthy the opinion evidence of experts common in con- 
demnation cases. Thus, for some time, replacement cost, on 
the basis of prices prevailing at the date of the valuation, was 


1 Southwestern Bell Telephone Co. v. Public Service Commission of Missouri, 43 
Sup. Ct. Rep. 544, 1923. See also McCardle v. Indianapolis Water Co., 47 Sup. Ct. 
Rep. 144, 1926. 
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often adopted by state commissions as the standard for fixing 
the rate base. But gradually it came to be realized that the 
definiteness of the engineer’s calculations was delusive, that 
they rested upon shifting theories, and that their estimates varied 
so widely as to intensify, rather than to allay doubts. When 
the price levels had risen largely, and estimates of replacement 
cost indicated values much greater than the actual cost of in- 
stallation, many commissions refused to consider valuable what 
one declared to be assumptions based on things that never hap- 
pened and estimates requiring the projection of the engineer’s 
imagination into the future and methods of construction and 
installation that have never been and never will be adopted by 
sane men. Finally the great fluctuation in price levels incident 
to the World War led to the transfusion of the engineer’s esti- 
mate of cost with the economist’s prophecies concerning the 
future price plateaus. Then the view that these estimates were 
not to be trusted as evidence of present value was frequently 
expressed, and state utility commissions, while admitting the 
evidence in obedience to Smyth v. Ames, failed, in ever increas- 
ing numbers, to pay heed to it in fixing the rate base.” 


The position of the courts themselves is indicated by a summary 
prepared in the same case from which Mr. Brandeis’s discussion is 
quoted, covering 363 cases from the Public Utility Reports in 1920, 
1921, 1922, and 1923 (January, February). This summary shows 
the predominant element in fixing the rate base in the several cases: 

In 5 cases: Reproduction cost at unit prices prevailing at the 
date of the valuation; 

In 28 cases: Reproduction cost at unit prices prevailing at some 
date, or the averages of some period, prior to the date of the valua- 
tion; 

In 12 cases: Reproduction cost at unit prices prevailing at some 
date not specifically stated; 

In 22 cases: Reproduction cost of an inventory of a prior date 
at prices prevailing at that date or prior thereto, plus subsequent 
additions at actual cost (so-called split inventory method); 

In 3 cases: Reproduction cost on basis of future predicted prices 
(so-called trend prices, or new plateau method); 


In 102 cases: A prior valuation by the commission plus the actual 
cost of subsequent additions; 
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In 85 cases: The actual original cost (including both initial cost 
and additions); 

In 6 cases: Original cost arbitrarily appreciated; 

In 27 cases: The historical cost or prudent investment; 

In 28 cases: Book cost or investment; 

In 12 cases: Bond and stock capitalization; 

In 36 cases: Determination and classification of method impossi- 
ble. 

The foregoing tabulation shows that reproduction cost has not 
finally established itself as a rate base. Indeed, the present position 
of courts and commissions in this matter is highly confused, with 
perhaps a tendency to accept the theory of original cost as the 
foundation of a rate base, or some modified application of this 
theory, rather than the theory of cost of reproduction. 


Transportation Act of 1920 


The Transportation Act of 1920 contained the following clauses 
directing the Interstate Commerce Commission to use its authority to 
fix rates so as to secure to railroads a fair return: 


“In the exercise of its power to prescribe just and reasonable 
rates the Commission shall initiate, modify, establish or adjust 
such rates so that carriers as a whole (or as a whole in each of 
such rate groups or territories as the Commission may from 
time to time designate) will, under honest, efficient and economi- 
cal management and reasonable expenditures for maintenance 
of way, structures, and equipment, earn an aggregate annual 
net railway operating income equal, as nearly as may be, to a 
fair return upon the aggregate value of the railway property 
of such carriers held for and used in the service of transporta- 
{ION . 

“The Commission shall from time to time determine and 
make public what percentage of such aggregate property value 
constitutes a fair return thereon, and such percentage shall be 
uniform for all rate groups or territories which may be desig- 
nated by the Commission. In making such determination it 
shall give due consideration, among other things, to the trans- 
portation needs of the country and the necessity (under honest, 
efficient and economical management of existing transportation 
facilities) of enlarging such facilities in order to provide the 
people of the United States with adequate transportation: Pro- 


1 Ibid. 
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vided, that during the two years beginning March 1, 1920, the 
Commission shall take as such fair return a sum equal to 5% 
per centum of such aggregate value, but may, in its discretion, 
add thereto a sum not exceeding one-half of one per centum 
of such aggregate value to make provision in whole or in part 
for improvements, betterments or equipment, which, according 
to the accounting system prescribed by the Commission, are 
chargeable to capital account.” 


Under this Act, the Interstate Commerce Commission tentatively 
set the value of the railroad system of the United States at $18,900,- 
000,000, and, after the expiration of the two years, beginning March 
I, 1920, it declared 534 per cent to be a fair return. The percentage 
fixed is, however, avowedly experimental, and the preliminary valua- 
tion will be revised when the Commission’s labors under the Valua- 
tion Act of 1913 have been brought to a conclusion. 


Summary 


Whatever the details which determine the basis upon which the 
return to railroad capital is calculated, or whatever the principles 
which govern the level of wages or the prices of material, the level 
of rates charged by a railroad system must be sufficiently high to 
yield well-defined minimum returns to be applied to these three ele- 
ments of expense. This is the contribution which a community will 
have to make to keep a railroad system going. It is the answer 
to the question of how much, in the aggregate, a railroad can properly 
demand. The further question as to how the burden of supporting 
a railroad system shall be distributed among those persons who use 


or are benefited by the railroad will be somewhat considered in the 
following chapter. 


REFERENCES 


Bauer, John, Effective Regulation of Public Utilities. New York, Macmillan, 
1926. 


Bye, Raymond T., “Social Welfare in Rate Making.” Political Science Quarterly, 
Vol XXXII, December, 1917. 

Clark, J. Maurice, Studies in the Economics of Overhead Costs. Chicago, The 
University of Chicago Press, 1923. 

Colson, C., Transports et tarifs. Paris, Laveur, 3rd ed., 1908. 

Freund, Ernst, The Police Power. Chicago, Callaghan & Company, 1904. 


Haney, Lewis H., The Business of Railway Transportation. New York, Ronald, 
1924. 


THE PROBLEM OF PRICE-FIXING 355 


Hartman, Sarleigh H., Fair Value. Boston and New York, Houghton Mifflin, 
1920. 

Hayes, H. V., Public Utilities; Their Cost New and Depreciation. New York, 
Van Nostrand, 1913. 

Jackman, William T., Economics of Transportation. New York, A. W. Shaw 
Company, 1926. 

Smalley, Harrison Standish, Railroad Rate Control. Publications of the Ameri- 
can Economic Association, 3rd Series, Vol. VII, No. 2, 1906. 

Vanderblue, Homer Bews, Railroad Valuation. Boston and New York, Houghton 
Mifflin, 1917. 

Vanderblue, Homer Bews, and Burgess, Kenneth Farwell, Railroads; Rates— 
Service—Management. New York, Macmillan, 1923. 

Whitten, Robert H., Valuation of Public Service Corporations. New York, The 
Banks Law Publishing Company, 1912. 

Williams, Sydney Charles, The Economics of Railway Transport. London, 
Macmillan, 1910. 


CHAPTER Ax 
RATES ON PARTICULAR HAULS 


Tue theoretical problem of establishing correct rates in particular 
instances is simplified when the argument can assume a total rail- 
road revenue which is accepted by all concerned as reasonable. For 
the task then becomes one of distribution, analogous in many ways 
to the problem of taxation. Just as a legislature can discuss tax 
schedules upon the basis of a budget, so can a traffic manager, or a 
railroad commission, discuss rates, if he or it can work upon the 
basis of an estimated volume of business involving expenditures for 
labor, material, and capital, which, while not fixed, still bear some 
relation to standards which have been agreed upon as right. 

A railroad man who appreciates the necessity of finishing the 
railroad year with a surplus will naturally attempt to fix rates so 
as to cover, in the case of every shipment, the operating cost of 
handling that shipment, together with such a percentage of profit 
as will, on the expected volume of business, take care of the over- 
head expense. Such a policy is “natural” because it seems simple 
and adequate, and also because it appears to lay the burden of the 
costs of railroad service upon the shoulders of parties who benefit 
from transportation—i.e. the shippers. It is frequently approxi- 
mated by new railroads in new districts. 

Railroad service has, however, certain peculiarities which make it 
dangerous to rely too much upon cost figures in fixing individual 
rates. 

One great difficulty is that the cost of handling different ship- 
ments cannot be easily segregated. ‘This is sometimes expressed 
by saying that railroad costs are joint. Which is to say that on a 
railroad many costs are incurred at one and the same time for the 
benefit of several kinds of service. How much of the common cost 
can be charged to one service in such a case and how much to an- 
other is extremely difficult to decide. 

Let us take the case of a railroad box car. Probably no other 
unit of equipment is so standardized and used for such a variety 
of purposes as a box car. It may haul canned goods, or dry goods, 
or kitchenware, or soap, and all of these articles may be loaded at 
once for an identical destination, they may be hauled by the same 
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locomotive, pass over the same track, and arrive at the same terminal 
for delivery to their respective consignees. 

In a case of this kind the railroad finds it very difficult to determine 
the expense of transporting any one commodity. The fact is that 
the costs of moving all the commodities loaded into a single car 
are jointly incurred, and while each kind of shipment may be re- 
sponsible for some special expense of carting or bracing, most of 
the expenses are incurred for the traffic as a whole, and not for any 
single element of it. Costs which may be segregated, which first are 
incurred when a particular article is offered for transportation, and 
which disappear when that article ceases to move, are known as out- 
of-pocket costs. Rates must always be high enough to cover out, 
of-pocket costs. To this extent every form of railroad traffic must 
stand upon its own feet. But carriers cannot as definitely declare 
that rates upon every article must be high enough to cover the 
proportion of other expenses for which it is responsible, because no 
one can say what this proportion is. The distribution of nonalloca- 
ble costs has to be discussed as a question of general policy, and 
there is room for debate as to what the best policy may be. 


Constant Costs 


Railroad costs have another peculiarity besides that of being jointly 
incurred for several commodities at the same time. They are, to a 
certain extent, independent of the quantity of traffic handled. ‘his 
is expressed by saying that railroad costs are not only joint, but that 
they are constant—they do not increase in proportion as business 
grows, and they do not fall off in proportion as business declines. 

According to A. M. Wellington, author of a standard treatise upon 
railroad location, railroad expenses may be analyzed as shown below. 

Assuming a fairly prosperous line of the second grade with a 
business of 20,000 tons per mile and a gross revenue of $7,000 per 
mile, then: 


Per cent Per mile 

MG aSanGN ENIUG Er A tek Oho eG Ose PA ee ios «ohare os 100.00 $7,000 
Operating expenses, unaffected by either alignment 

he VOMUITINS Gt GCM Ome Wo yan oo eb oO Gea Omen or Beg 25333 


Operating expenses, increasing directly with consid- 
erable changes in alignment or volume of trafhe, 


buemot withtenininochances: 2.44.64 de sc Zong 1,867 
Operating expenses, increasing directly with the less 
important changes in alignment or traflic........ 6.7 467 


Metal toperatingrexpensese gsi ae ean yo 66.7 $4,667 
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Fixed charges (6 per cent on $30,000 per mile)..... 25.7 1,800 
Otel @X penises ain hea us ete ak oe 92.4 $6, 467 
Surplus available for dividends............... 7.6 $ 533 


Degree of Validity of Assumption that Railroad Expenses Are 
Constant 


The estimates which Wellington presents regarding the degree of 
fixity in railroad expenses may or may not be exact. Different ob- 
servers, indeed, estimate the proportion of constant expenses in rail- 
road work differently. Acworth assumes as a rough measure that 
half of total railroad expenses are fixed, and half vary with the traf- 
fic. If, he says, it costs x to deal with 1,000,000 units of traffic, 5,- 
000,000 units will cost, not 5x, but %x + (%x.5) = 3x. Hadley, 
in one of the earliest discussions of the subject, put the proportion of 
constant expenses at 60 per cent, and Ripley, much later, estimated 
it at 67.5 per cent. As a matter of fact, the percentage of constant 
expenses upon a railroad varies at different times and places, and 
the exact proportions are of little importance, provided that the gen- 
eral fact that a substantial proportion of railroad outgo does not 
increase proportionally with traffic is conceded. 

On this point there is little doubt, provided always that the car- 
rier’s facilities are not fully utilized before the suppositious increase 
in traffic takes place. It costs very little more to operate a full train 
than a partly loaded one, not only because fuel and labor costs do 
not increase directly with the traffic, but also because railroad equip- 
ment and right of way are, in either case, equally exposed to de- 
terioration from the action of rain and frost. The salaries of general 
officers, and, still more, the interest upon outstanding securities, are 
within considerable limits unaffected by changes in the vatine of 
business done. Over long periods and in the face of considerable 
fluctuations in traffic these, like all other railroad expenses, will in- 
crease as traffic grows, 


Calculation of the Cost of Additional Traffic in a Particular 
Case 


The fact that railroad costs are relatively constant brings it about 
that the additional expense involved in handling an additional unit of 
traffic may be very slight. Let us return to Wellington’s illustra- 
tion, and assume that the traffic of the railroad upon which he bases 
his figures be increased by 10 per cent. This increase may, perhaps, 

1 Acworth, Elements of Railway Economics, p. 55. 
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be considered, in the language of the table, a “less important change.” 
If it be so classified, and if the assumptions of the table are correct, 
then the increase in expenses which will follow such a variation will 
be 10 per cent, not of the total railroad expense of $6,467 per mile, 
or $647, but 10 per cent of that portion of operating expense which 
increases directly with less important changes in alignment or traf- 
fic, or $47. A little calculation will show, moreover, that while, after 
the new business has been secured, the total cost will become $6,514 


and the average cost per ton oes or 29 cents, the additional cost 
22,000 


per unit of new business will be only AL, or approximately 2 
lelere) 


cents. How far the rate upon the new business shall be fixed on 
the basis of the additional cost, and how far the new traffic shall 
be called upon to pay a proportion of the more general expenses of 
the railroad which existed before it was called into being, and for 
the presence of which it is not responsible, is a problem of policy in 
the solution of which cost figures offer little aid. 


Bearing of the Preceding Analysis upon Rate Competition Be- 
tween Railroads 


It may be observed at this point that the analysis in the preceding 
paragraph helps to explain why radical rate reductions result from 
competition of rival carriers. Even though a carrier’s normal costs 
are 29 cents a ton, and rates are adjusted accordingly, such a carrier 
may be able to accept new business for a great deal less than 29 
cents; indeed, it may cut as low as 2 cents, and still maintain a bal- 
ance between intake and outgo, provided, of course, that the 2 cents 
rate can be strictly limited to new traffic, and that it does not operate 
to reduce revenues on business already in hand. This accounts for 
the fact, for instance, that published rates upon grain between 
Chicago and New York fell during the trunk-line rate wars of the 
’seventies and ’eighties from 45 cents to 15 cents, and that the Penn- 
sylvania Railroad at this time transported immigrants from New 
York to Chicago at the moderate charge of $1 per head. 

Moreover, the same kind of reasoning which demonstrates that 
the cost of additional business to a carrier may be low and, in- 
ferentially, that a railroad may cut rates radically, yet with profit, 
in order to increase its tonnage, will show that such a railroad must 
resist energetically every attempt to deprive it of trafic. Thus, 
if business costs 20 cents to handle, and if, of the 20 cents, 15 cents 
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is independent of the volume of business handled, then a carrier 
can better afford to quote a rate of 6 cents than to let the business 
go to its competitor. For a rate of 6 cents will pay out-of-pocket 
costs and contribute something toward general expenses, while any- 
thing more may, in the face of active competition, leave the carrier 
without any revenue at all, but with 15 cents of general expenses 
to bear. This is the other side of the rate-war problem. 

If there is no rate cutting, but merely a change in the volume 
of railroad traffic, now up, now down, then every increase will bring 
a more than proportionate increase in net profits, and every decrease 
a more than proportionate decline. 


Out-of-pocket Costs 


The preceding paragraphs justify the statement that the costs 
of shipping any commodity may be divided into two parts. One 
part, which we have called the out-of-pocket costs, is made up of 
expenses which can be directly allocated to the movement on which 
the rate is to be made. These costs will not exist if the movement 
does not take place, while they emerge as soon as transportation 
begins. If it costs $6,467 to transport 20,000 tons one mile, and 
$6,514 to transport 22,000 tons one mile, then the out-of-pocket costs 
of handling the last 2,000 tons are $47. These are not the total 
costs which the last 2,000 tons may, perhaps, be asked to bear, but 
they are the costs for which, at least, and without question, this 
portion of the tonnage is responsible. 

Most explanations of the theory of railroad rates start with the 
proposition that the rate on every movement should be sufficient to 
pay the out-of-pocket costs involved. There is little doubt but that 
such a preliminary allocation of railroad expenses of maintenance 
and operation is sound practice. It is sound practice because it 
minimizes the field in which arbitrary decisions must be made re- 
garding the distribution of total railroad costs among the units of 
trafic handled. Moreover, it avoids the apparent injustice of calling 
upon the shipper of one commodity to bear a portion of the expenses 
arising out of the shipment of another commodity. It is therefore 
a policy which gives rise to the minimum of resistance from rate 


payers. 
Distribution of Costs Which Cannot Be Allocated 


When we come to the distribution of nonallocable costs, incurred 
for the common benefit of many units of transportation, there is no 
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objective basis for division comparable with that which exists in the 
case of out-of-pocket costs. Clearly the sum of all the rates received 
from all traffic moved must equal the total costs of railroad service. 
But whether one particular commodity shall be asked to contribute 
a larger or a smaller proportion of the revenue which it is agreed 
that the railroad shall collect from all commodities cannot be de- 
termined offhand from any study of the railroad expense account. 
There are three fundamental theoretical foundations upon which 
nonallocable costs can be allocated; through which, that is to say, 
the impossible can be accomplished. The first goes by the name of 
value-of-service principle; the second by that of cost-of-service prin- 
ciple; and the third we shall call, for want of a better name, the 


principle of public policy. 


Cost-of-Service Principle 

It has just been observed that it is impossible to determine the 
proportion of general costs that are properly chargeable to a single 
act of transportation by study of a railroad expense account. This 
sweeping statement may, however, be qualified by saying that a 
workable, though perhaps theoretically uncertain, basis for the dis- 
tribution of nonallocable costs may be derived from a study of rail- 
road expenses if certain assumptions are admitted. 

The simplest of these assumptions is that all transportation serv- 
ices should bear the same proportion of the overhead expenses in- 
cident to railroad transportation. Some such method of handling 
overhead is common to many kinds of business other than rail- 
roading. Thus, in building a house, a contractor will add a fixed 
percentage to the bids submitted by subcontractors in order to pro- 
vide for the general costs of supervision, his risk and profit. Or 
in fixing prices on manufactured goods, a firm which produces sev- 
eral lines may assume as a guide, at least, to its initial price quota- 
tions, that each line may properly be expected to contribute a stand- 
ard proportion to the overhead costs of the enterprise. 

If a carrier does assume that all kinds of traffic which it handles 
should contribute the same proportionate amount to cover general 
costs, its procedure in rate-making will be in each case to increase the 
figure of out-of-pocket costs by a uniform percentage. Thus, if two 
consignments cost, in the aggregate, $1,000 to haul between A and 
B, and $200 of the expenses can be allocated to commodity X and 
$300 to commodity Y, it may, perhaps, be assumed, that a distri. 
bution of the total cost of $1,000 between the two articles in the 
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proportion of 200 to 300 will be equitable. This will produce a 
rate of $400 for the first, and $600 for the second, consignment. 

A variation of this method with somewhat greater pretense to 
accuracy involves a further analysis of the conditions of handling 
each shipment with reference to average loading, speed of trains, 
methods of collection and delivery, loss and damage to freight, etc., 
and a distribution of general costs which is not entirely in the pro- 
portion of out-of-pocket costs, but which is also influenced by char- 
acteristics of the business that are known, although their effects 
cannot be exactly determined. 


Allocation of Costs Largely Guesswork 

It must be confessed that the allocation of general costs upon 
the basis of specific costs is often very much a matter of guesswork. 
The traffic manager of a railroad does not proceed after long induc- 
tive inquiry to determine what the cost of a given movement may 
be. What he does in the first instance is to reflect that certain items 
must be covered because they represent expenses which originate 
with the traffic under consideration and which would disappear if 
that traffic were not there. The traffic manager is conscious, beyond 
this, of certain physical characteristics which affect the expense of 
transporting the business which is to be moved. He has before his 
mind, moreover, rates upon other articles which seem to resemble 
this one. A traffic manager who is attempting to decide what rate 
commodity X shall pay already knows what commodity Y and com- 
modities A, B, C, and D are paying. These commodities are all of 
like type; they require about the same degree of attention, they travel 
about the same distances, and there is a prima facie reason why 
their rates should be the same. 

The method is rough enough, in all conscience. Nor is it free 
from theoretical difficulty. On the other hand, the point of view 
is clear. It is, to repeat, that the joint nonseparable costs of a rail- 
road, which everybody recognizes are present in railroad operation, 
and the constant costs which, if one cared to exaggerate sufficiently, 
might be conceived of as springing into full being, like Minerva, 
the movement when the railroad begins to operate, should be di- 
vided according to some basis connected with the costs which can 
be actually and separately determined. 


Value of Service 


A principle of distributing nonallocable costs which differs radi- 
cally from that just described under the head of cost of service is 
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the distribution of general costs according to the value of the service 
rendered to the shipper. 

The value-of-service principle is essentially a theory of demand. 
Value, or utility of railroad service to the shipper, is only a term 
indicating demand for railroad transportation. If one individual is 
extremely anxious to ship and another is relatively indifferent, then 
we may infer that the utility of transportation is greater to the 
first individual than to the second. In other words, the value of 
service to shipper number one is higher than the value of service to 
shipper number two. 

Ignoring differences in the value of money to different purchasers, 
we may measure utility by the prices which purchasers are willing 
to pay. The higher the price offered, the greater the evident utility 
to the buyer. If one shipper, or class of shippers, is ready to pay 
high rates for railroad transportation, and other shippers are not 
willing to pay high rates, the utility or value of the service of trans- 
portation to one group may be assumed to be higher than,the utility 
to the other. This may be tested in practice by experiment. If 
rates are raised, and if the volume of one sort of commodity offered 
for transportation falls off less rapidly than the volume of another 
sort of commodity, it may be argued that the utility of the service 
supplied is greater to the first set of shippers than to the second. 


Value of Service and Competition 


It is to be borne in mind, of course, in making the type of ex- 
periment referred to in the preceding paragraph, that value of a 
particular service to a shipper depends upon the alternative services 
which he can command. Thus if points of origin and destination are 
connected by two competing lines, the value of the service offered by 
one railroad can never exceed the rate quoted, for equal service, by 
the other. For the shipper can always forward his commodity by 
the competing route, and he will never be disposed to pay more to one 
company than the other is disposed to ask him. In this way the 
value-of-service principle takes account of competition. 

When commodities are shipped for sale, the value of the service 
of transportation is measured by the difference between the cost to 
the shipper of acquiring the article at point of origin and the market 
price for the same article at point of destination, The market price 
at destination is affected by the supply of the commodity at that 
point, which in turn is controlled by the facilities for supplying the 
market either by local production or by importation from outside 
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sources of supply. Here come into play the forces of market com- 
petition described in an earlier chapter. 

We need not, in this introductory discussion, proceed with an 
elaborate analysis of the price-fixing process as related to trans- 
portation. Nothing in this analysis is inconsistent with the sum- 
mary statement that the distribution of nonallocable costs in pro- 
portion to value of service implies that the overhead, or general, 
or nonassignable expenses of railroad traffic are assessed in direct 
proportion to the demand for each service rendered. When the 
demand for the movement of a particular commodity is found to be 
great, the rate for the transportation of that commodity will be 
raised, or, in the contrary event, the rate will be reduced. The sys- 
tem has its disadvantages, of which perhaps the chief is that it seems 
to permit the railroad to profit from the shippers’ necessities, but it 
has an overbalancing advantage in that, of all possible methods of 
cost distribution, this is the one which represses the movement of 
traffic least. 


Value of Commodity v. Value of Service 


Rate-making according to the value of the service rendered should 
not be confused with a system of making rates in which charges 
vary according to the value of the article transported. Doubtless 
it is usually roughly true that movement of a commodity which re- 
tails for $1,000 will be less impeded by a $5 rate than will be the 
movement of a commodity which retails for $10. But there are 
cases where this is not true, and there is, apart from the observed 
fact, no logical reason for identifying the demand for an article 
with the demand for a service rendered to that article. The value 
of a commodity is expressed in terms of price upon a given market. 
The value of the service of transporting an article from one market 
to another is measured by the difference in cost of acquisition of the 
commodity in one market and its price in another. Values and dif- 
ferences in values are obviously distinct. 


Value of Service and the Ability or Sacrifice Theory of Taxa- 
tion 

It is equally clear that there is little or no analogy between the 

practice of charging rates according to the value of the service and 

levying taxes according to the ability of the individual to pay. It 

is only necessary to state this proposition for its truth to be recog- 

nized. An individual who enjoys a large income is able to pay large 
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taxes with moderate sacrifice, and is taxed more heavily than his 
poorer neighbor on the assumption that the state is entitled to call 
for comparable efforts from rich and poor in its behalf. But it by 
no means follows that wealthy persons ship articles as to which the 
value of service is regularly high or that poor persons offer for trans- 
portation articles as to which the value of the service of transporta- 
tion is regularly low, and so the analogy between “value of service” 
and “ability to pay” does not hold. 


Value of Service Supplies no Test of the Reasonableness of a 
Level of Rates 


Finally, it is to be remembered that a theory which relates rates 
to the value of the service rendered will never serve to justify a 
level of rates, but only a relation between individual rates. This 
fact is often forgotten by railroad men, who urge in explanation and 
in defense of contested rate structures that the rates attacked do 
not exceed the value of the service for the rendering of which they 
are imposed. Value of service, disassociated from any level of rea- 
sonable revenues that has been established upon other grounds, is 
merely a system of getting for a railroad all that shippers can be 
induced to pay; attention being rendered, be it understood, to the 
desirability of keeping alive the goose which lays the golden eggs. 
It is only when regarded as a principle for the distribution of a known 
volume of otherwise nonallocable expenses that the value-of-service 
theory loses its objectionable aspect. 


Standards of Public Policy 


A third alternative basis of distributing nonallocable costs of rail- 
road transportation among the units of service rendered is that of 
public policy. According to this system, the best basis of cost dis- 
tribution is that one which tends to accomplish most efficiently the 
purposes which a community has in mind. This is a very general 
statement, and yet, although it is necessary to describe the public- 
policy basis of rate-making in general terms, the application of it is 
often entirely concrete and practical. 

Let us consider a few group policies which may be furthered by 
a proper adjustment of railroad rates. 

One such policy is clearly the military policy of a country. Mili- 
tary activities depend upon railroad transportation, and while gov- 
ernment action in time of war is usually direct, yet something can 
be done, both before and after the outbreak of hostilities, to influence 
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the movement of traffic through rearrangement of rates. One ex- 
ample of this during the war of 1914-18 was the increase in passenger 
fares undertaken in belligerent countries in order to restrict travel. 
For like reasons it would be legitimate in war time to raise rates on 
luxuries, such as ribbons and chewing-gum, but to keep rates down 
on more essential commodities, such as grain and steel. 

Another policy is a nation’s foreign-trade policy. Most people 
will admit that the importation of foreign products is hampered if 
these products are compelled to bear an unusually large proportion 
of the nonallocable expenses of the railroads over which they move 
from port of entry to final destination. Likewise, the exportation of 
domestic products is made easier if export traffic is freed in whole 
or in part from the burden of general railroad costs. This subject 
affords an illustration of how the distribution of costs may serve 
to further group purposes of a far reaching nature. 

There are many other policies, neither military nor connected with 
foreign trade, which, in each country, may be affected by the ad- 
justment of railroad rates. Indeed, the geographical position and 
natural resources of a country, the character of its population, or 
the methods of doing business characteristic of its industry, are 
always likely to make certain objectives in each community excep- 
tionally important. 

This is illustrated in the United States by the great relative sig- 
nificance of long-haul traffic as compared with the lesser importance 
of such traffic in countries such as England or France. Previous 
chapters of this book have described the extent of specialization in 
industry and agriculture which characterizes the United States. Ter- 
ritorial specialization in a nation of remote boundaries requires cheap 
transportation for long-haul shipments. A system of rates which 
lightens the burden upon movements to distant markets promotes 
economy of production in such a nation, and in the long run helps 
to maintain a high standard of living. In France, however, and 
still more in England, the location of industry and the habits of 
business make it relatively more important to foster short-haul rapid 
movement of small quantities of goods, than to foster slow, far-rang- 
ing movements of huge carloads as in the United States. 

Again, national sentiment may desire to encourage the production 
of selected commodities such as grain, or the public may develop 
theories regarding the concentration of people in cities, or respecting 
the function of the middleman in industry, or on still some other 
subject, which have to be respected. In short, the community may 
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hold many views regarding the proper course of its development, 
and these views must and will in the long run have their influence 
in the shaping of railroad rates. 
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PROBLEMS OF ADMINISTRATION—TRAFFIC RELATIONS 
BETWEEN TRANSPORTATION COMPANIES 


Problems of Administration 


There are two characteristics of a transportation system such as 
that in the United States which impress even the casual observer. 
One is that this system is geographically diffuse; the other is that 
it is administered by a large number of separate companies without 
centralized control or direction except that supplied by government 
authority under the provisions of regulative law. If, as is the case 
with street railway companies, the unit of the system had only local 
functions to perform, the decentralization of executive authority 
might seem natural, but since waterways, railroads, pipe lines, and 
to a less degree automobile carriers, engage in interstate and foreign 
traffic and necessarily have relations with one another, it would be 
unfortunate if somehow or other these agencies did not manage to 
codperate in national service. 


Internal Organization 


The fact that transportation companies operate in space and under 
conditions which make detailed supervision of personnel difficult has 
caused them to pay more than usual attention to questions of in- 
ternal organization. This is, at least, true of railroads which have 
had the most experience and the longest history among the operative 
units in the transportation field. While railroads have not engaged 
in time studies nor applied the so-called principles of scientific man- 
agement as fully as industrial plants, they have worked out in de- 
tail alternative relationships of authority between their various 
officers and they have experimented in the field of employee organiza- 
tion, particularly in recent years. We shall discuss neither railroad 
internal organization nor the relations of transportation companies 
to their employees in this volume, but the reader is reminded that 
common carriers have something to contribute in the field of indus- 
trial relations. 


Relations of Different Types of Carriers with One Another 


When it comes to external organization, the public faces two kinds 
of problems. One kind concerns the relations between two or more 
368 
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types of carriers, as railroads and inland waterways, or railroads and 
motor-bus lines. The other has to do with relations between two 
carriers of the same type, as between two railroads or two automo- 
bile companies. 

Generally speaking, the relationships of pipe line, waterway, bus, 
truck, and railroad in most parts of the world rae been competi- 
tive, not cooperative. Students of the history of American railroads 
will recall that it was the construction of pipe lines which led to 
the railroad rate discrimination applied to oil traffic of the ’seventies, 
while the competitive relations of motor and steam railroad com- 
panies are matters of common knowledge. As for inland water- 
ways, it can be said that the trend of public discussion at the time 
railroads were first built in Europe was to differentiate traffic and 
to assign to the waterway the carriage of low-grade commodities 
moving long distances, while railroads were expected to provide 
for passengers and for the carriage of valuable freight at relatively 
high rates of speed. But this hypothetical division broke down 
as rail carriers developed their facilities for mass transportation, 
and railroad companies and inland navigation companies have for 
many years competed for the carriage of the bulky commodities of 
commerce by direct rate-cutting, by purchases of control, and by 
endeavors to secure governmental financial support. 


Danger in Restricting Competition Between Different Types 
of Service 

The danger in enforcing codperation between different types of 
carriers lies in the fact that restriction of competition may prevent 
the occupation of the field by the technically competent, as against 
the technically incompetent, device. This is particularly true at 
times when new facilities are being developed in competition with 
the old, or when two or more forms of new facilities present them- 
selves to the public at one time, as did the steam railroad and the 
steam-driven road vehicle, which competed in England round about 
1830 upon not altogether even terms. The public interest in such 
cases demands that each type shall find its level unaffected by senti- 
ment. There are no sound arguments to support a multiplication of 
transport facilities for the sake of variety alone, and, in the long 
run, there is no admissible public policy save one of equal treatment 
to all forms of transportation and refusal to support those kinds 
of enterprise which cannot stand upon their own feet. 
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Advantages of Coéperation 


On the other hand, competition between types of carriers must 
be competition in service to the public, if it is to determine survival, 
not a struggle based upon financial resource or destructive ability. 
Moreover, the public can afford to support a transport undertaking 
when it is new and comparatively unknown, or when its weakness 1s 
inherent in a smallness that is both inevitable and temporary, even 
if for a time there is some loss involved. And still more obviously, 
the public may properly insist upon the codperation of different 
kinds of carriers in the rendering of services which neither is able 
to render alone, apart from any question of survival or of the sel- 
fish interests of the parties concerned. This is the basis of the 
demand, for instance, that railroad companies quote through rates 
with firms which operate upon canals and improved rivers, and 
that facilities for the transfer of freight from one to the other be 
established when a combination of two carriers can handle traffic 
more directly and cheaply than can either one alone. Like most 
questions of this sort, the problem of codperation or competition 
between carriers of different types is easier to discuss in the abstract 
than to solve in special cases. The decision as to the character of 
transport to be preferred in any country involves to a certain ex~ 
tent the question of where production is to take place, and so south- 
ern and northern Germany, or central and eastern United States, 
find themselves divided, because one kind of transport will stimu- 
late industrial development at one place, and another kind industrial 
development at another place, and each enlists its partisans with 
slight regard to the effect upon the country as a whole. 


The Nature of Railroad Pools 


We may not discuss the relations between different types of car- 
riers further at this point, fascinating as the subject is, but will now 
turn to the simpler question of the relations which exist between 
different carriers of the same type. Historically a very large num- 
ber of arrangements, at least in the United States, have consisted 
in voluntary agreements between carriers of the same type, notably _ 
railroad companies, and public policy has been concerned with such 
agreements and has sought to limit their effectiveness, because rail- 
road agreements have been feared as tending to increase price. 

The earliest form of railroad traffic agreement is the “pool.” As 
used in railroad discussion, the term “pool” implies an agreement 
to divide business of a described kind, moving between specified 
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termini, between parties who subscribe to the agreement, upon 
terms which have been agreed upon. The methods of dividing the 
business vary. Sometimes two railroads agree each to confine its 
operations to a certain geographically defined territory. This auto- 
matically produces a division of the business from the territory. 
Sometimes the railroads agree that each will handle only a certain 
percentage of all the tonnage, and sometimes a similar percentage 
distribution is settled in advance, not of the tonnage itself, but of 
the revenue from that tonnage. The difference between these two 
forms of agreement is unimportant. 


Division of Territory 

In 1877, when the Lake Shore and Michigan Southern was build- 
ing south from the Lakes into Pittsburgh territory and the Pitts- 
burgh and Lake Erie was building north from Pittsburgh territory 
toward the Lakes, an agreement was entered into whereby an east- 
and-west line was drawn about seventy miles north of Pittsburgh, 
extending across the entire country, and the business of the country 
from and to the Pittsburgh territory was partitioned out between 
the Erie and the Lake Shore. The Erie was given all the territory 
south of this line; the Lake Shore was given the territory north. 
This is an early illustration of division of territory. 


Limitation of Arrangements for Division of Territory 


A division of territory between railroad companies is practicable 
only when the mileage of the interested parties lies in geographically 
distinct areas. Indeed, the most effective territorial division is usually 
accomplished through a refusal by one railroad to build into a 
district already occupied by another carrier. Construction of this 
type frequently leads to open warfare, and is not undertaken unless 
the rewards seem likely, in the long run, to be very great. 

When several railroads connect the same termini, or when two 
or more carriers are in a position to serve a single community al- 
though these carriers may have only one terminus in common, the 
policy of “division of territory” must give way to a more compli- 
cated form of agreement, looking to the division of tonnage or of 
the revenues derived from it. 


Division of Tonnage—the Cattle Pool of 1875 


An early and simple arrangement for the division of tonnage be- 


tween competing railroad lines occurred in the so-called ‘cattle 


a2 PRINCIPLES OF INLAND TRANSPORTATION 


eveners’ pool” of 1875. Before 1875, the rates on cattle from Chi- 
cago to New York had been low and fluctuating for several years. 
Rates had fallen as low as $30 or $40 a car, as against $100 to $125 
needed to produce a fair profit to the carrier; yet the situation was 
unsatisfactory to shippers because of frequent changes in rates and 
the prevalence of gross discrimination. A leading shipper took the 
initiative in order to bring about some reform. Having ascertained 
what each of the trunk lines, with their Western connections, con- 
sidered it was entitled to in a fair competition upon uniform rates, 
this shipper proposed, on behalf of himself and his associates, that 
they would undertake to see to it that each of the lines should re- 
ceive its due proportion of the whole movement, providing the ne- 
gotiating shippers were allowed a drawback of $15 per car on all 
cattle shipped from Chicago to New York. If any one of the lines 
failed to receive its due proportion from the voluntary choice of 
shippers, then the negotiating parties were either to divert their 
own shipments to that line, or were to purchase stock on the mar- 
ket, even though it was against their judgment as to its being a 
profitable investment, and ship by the line that was deficient to an 
extent that would bring it up to its proper proportion. 

At first there were some twelve or fifteen shippers combined in 
the undertaking, but of these all gradually withdrew but three. An 
arrangement similar to that in force for cattle applied to hogs, and 
there was an agreement for shipments to Boston analogous to that 
described for New York. The contracts between the “eveners” and 
the railroads were only oral, but they were respected. 


Southern Railway and Steamship Association 


We may contrast with the simple pool just mentioned the highly 
organized Southern Railway and Steamship Association, first. or- 
‘ganized in 1875. Any railroad south of the Ohio and Potomac 
Rivers and east of the Mississippi could become a member of this 
association, as could any steamship connecting these roads with 
Boston, Providence, New York, Philadelphia, or Baltimore. This 
territory was much wider than that embraced in the other associa-. 
tions previously described. It followed that no single division of 
business was adequate. In lieu of one apportionment, many sets 
of percentages were arranged from time to time, sometimes relating 


‘Statement prepared by Charles Randolph, secretary of the Chicago Board of 
Trade. Report on the Internal Commerce of the United States, 1879. Ex. Doc., 
Forty-fifth Congress, Third Session, Part III, Serial 1857, Appendix No. 1, pp. 36-39. 
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to traffic between two particular groups of towns within the field 
of the association’s activities, sometimes to traffic between two other 
towns. The apportionments were of revenue after deduction of an 
allowance for operating expenses, no attempt being made to control 
the movement of the business itself. 

Besides divisions of business the pool established a great many 
relative rate adjustments. Henry Hudson, who has described the 
working of the Southern Railway and Steamship Association most 
carefully, says that the general object in fixing differentials was 
to make such rates that all cities similarly situated should have the 
same chance in competition for trade. Thus a New York merchant 
would have to pay the same rates, whether he shipped his goods 
to Chattanooga, Dalton, Rome, Atlanta, Athens, Gainesville, Annis- 
ton, or Birmingham. On the other hand, Boston, New York, and 
Philadelphia were treated alike, the rates to and from any Southern 
point being the same. Norfolk, Portsmouth, and Richmond formed 
another group, and Charleston, Port Royal, Savannah, and Bruns- 
wick still another. From the West, rates were the same from Chi- 
cago to all Eastern ports, such as Jacksonville, Fernandina, Charles- 
ton, Port Royal, Savannah, and Brunswick; and in like manner, 
from either Louisville or Memphis to the Eastern ports. 

Other things accomplished by the association were the establish- 
ment of a uniform classification for Southern territory, the control 
of rate-cutting and rebates and the granting of passes, and the regu- 
lation of a great variety of minor matters, such as the use of insured 
bills of lading, milling in transit, and other practices. The association 
dealt with freight matters only. A similar pool, the Southern Pas- 
senger Association, composed of the same railroads and headed 
by the same general commissioner, was later created to control the 
passenger business. 

Let us now consider the organization of the Southern Railway and 
Steamship Association. The ultimate authority lay in the annual 
convention, to which each road sent a delegate. This convention 
elected the president, a permanent general commissioner, a secretary 
and auditor, and a board of arbitration. It also voted on the admis- 
sion of new members and on matters referred to it by its officers. 

The executive committee of the association consisted, in practice, 
of the manager or executive officer of each of the principal lines which 
were parties to the agreement. It had jurisdiction over all matters 
relating to joint traffic, acting by unanimous consent, and it was 


1 Quarterly Fournal of Economics, October, 1890, p. 79. 
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empowered to delegate its authority to subcommittees. The most 
important subcommittee was the rate committee, consisting of the 
general freight agents of lines in the association. This subcommit- 
tee also acted by unanimous consent. 

The board of arbitration, first of one, then of three members, had 
the duty and power of deciding cases referred to it—normally cases 
in which the executive committee could not reach a unanimous 
decision. 

The general commissioner was executive officer of the association. 
Agents of initial roads forwarded to the commissioner daily copies 
of all waybills on through business, while at the same time they 
deposited in the bank to the order of the commissioner 20 per cent 
of the revenue from such business. ‘The commissioner, aided by 
the auditor, and basing his action upon the various pooling agree- 
ments in effect between members of the association, calculated the 
balances due from one road to another for the carriage of tonnage 
in excess of pooling allotments. After balances had been calculated, 
the commissioner notified the carriers concerned, and acted as a 
clearing-house for the settlement of accounts. The 20-per-cent de- 
posit of the debtor companies was applied, so far as possible, to the 
payment of balances, and the commissioner drew sight drafts for 
any excess due. 


Practice of Pooling Widespread 


It should be understood that the pools just described do not em- 
brace all of the rate or apportionment agreements that flourished in 
the United States before 1887. Arrangements of this type were, 
on the contrary, exceedingly numerous. In 1885 there were no 
less than seven distinct railway pools with headquarters in Chi- 
cago.' A prominent grain merchant testified before the Cullom 
Committee in 1886 that the business at all the crossings of any con- 
sequence within the states of Iowa and Minnesota had been in 
separate pools. Almost as fast, he said, as the roads had been opened, 
and wherever they struck a junction point, the roads interested would 
make a pool on the business at that point.2, The same thing -was 
true in the State of Illinois.2 The Southern Pacific and Central 
Pacific Railroads, in the Far West, besides belonging to the Trans- 


1 Cullom Committee Report, p. 744, testimony George M. Bogue. 

2 Tbid., p. 708, testimony E, P. Bacon. 

8 Ibid., p. 601, testimony W. K. Ackerman. See also, for list of early pools, Report 
on the Internal Commerce of the United States, 1879. Ex. Doc., Forty-fifth Congress, 
Third Session, Part III, Serial 1857, p. 164. 
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continental Association, had joint purse arrangements with the 
Pacific Mail Steamship Company, with the Union Pacific and Den- 
ver and Rio Grande Railway Companies on business to and from 
Utah, with the Atchison, Topeka, and Santa Fé, and Texas and 
Pacific Companies on business to and from points in Arizona, New 
Mexico, and Texas, with the Pacific Coast Steamship Company on 
business of Southern California, with the Oregon Railway and Navi- 
gation Company on Idaho business, with the South Pacific Coast 
Railway Company on Oakland and Alameda business, and with 
the San Francisco and North Pacific Railroad Company on business 
of Lake County, California. The multiplicity of pooling arrange- 
ments which these illustrations suggest is persuasive of the fact that 
pools met a real transportation need during the period in which 
they were in force. 


Advantages of Pools 


The advantages ascribed to pools were the following: 

1. They conserved the revenues of the participating carriers. Ex- 
perience early showed that competition between railroads usually led 
to ruinous reductions in rates. Unlike concerns with small invested 
capital, railroads could seldom afford to withdraw from any field 
of traffic when prices fell below the level which yielded them a fair 
return upon the capital devoted to the service. It was better policy 
for them in most cases to continue in business at one-half to one- 
third of the customary rates than to let traffic pass to competing 
lines and to allow their plant to become idle. This policy meant, 
it is true, eventual bankruptcy for all participating carriers if per- 
sisted in, but withdrawal from traffic also led to bankruptcy and 
at a more rapid pace. Railroad managers felt that pooling agree- 
ments offered a means of escape from unremunerative rates. Fair 
prices for transportation, they argued in this connection, were es- 
sential to their own success, and should be accepted by the shipping 
public as a condition of satisfactory service. 

2. Pools promoted stability in rates. Stable rates were believed to 
be advantageous to shippers because they permitted manufacturers 
and dealers to undertake long-time operations without fear of change 
in the bases upon which their calculations rested. The advantages 
of rate wars were said to be largely speculative. Rates fell, it is 
true, 50 or 60 per cent, but the reduced rates were not guaranteed 
beyond the day on which they were quoted, and so dealers derived 
little advantage from them. This was because dealers were unable 
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to purchase and receive deliveries on the same day, and the next 
day or two the rates might be advanced. ‘he fluctuations also 
worked injustice between competing merchants. Two men might 
do business side by side. One might purchase and ship at what 
were thought to be advantageous rates. A week later his rival might 
make similar purchases, and, rates having fallen still lower, avail 
himself of them, and thus be given an advantage over his competitor 
which was in no respect due to sagacity or enterprise, but to the 
circumstance of having happened to ship when rates had dropped to 
the lowest figure.1 

3. Pools lessened discrimination. It was pointed out with con- 
siderable force that competition tempted railroads to discriminate, 
and that agreements to limit competition, including apportionments 
of traffic, would tend to prevent the granting of special favors or the 
quoting of secret and reduced rates. Under a pool, that is, no rail- 
road could enlarge its business at the expense of its competitors by 
concessions to selected customers. 


Arguments Against Pools 


The principal argument against pools was that they made unrea- 
sonable rates possible. During the discussions which preceded the 
enactment of the Interstate Commerce Law, Judge Reagan of Texas 
reminded Congress that regulation and competition were the two 
ways of protecting the public against railroad extortion. He added: 


“Now if we do not prohibit them [the railroads] from pooling 
we certainly deny ourselves the second remedy against the evils 
of monopolies; and when we look at the extent and character 
of our country, and to the speed and value of the means of 
transportation, we shall find the second to be the most valuable 
and important check on their monopoly powers. . .. Is it not 
manifest that as competing lines, when they can make rates as 
high or low as they choose, they would carry the freight cheaper 
than they would if these lines were allowed to pool their freights, 
and, being freed from eee by railroads, they could 
charge any price they might please? é 

“To this they reply that unless they are allowed to pool their 
freights the result will be a war among the roads, with the ulti- 
mate wreck of some and the survival of the strongest. That 
must mean that their present management rests on a species of 


1 Report on the Internal Commerce of the United States, 1879, sup. cit. Information 
furnished by J. W. Midgley, App. No. 4, p. 57. 
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morality which makes it necessary for them to war on or destroy 
each other, or to combine and rob the people. This being the 
case, if somebody must be ruined or robbed, would it not be bet- 
ter that 50,000 railroad men should rob each other, in the ways 
most agreeable to themselves, than that the 50,000,000 people of 
this country should deliberately consent to be robbed by the rail- 
road men?” 4 


The argument that railroad pools were likely to lead to unreason- 
able rates convinced Congress in 1887 that pools should be pro- 
hibited, and such a prohibition was, as we shall see, inserted in the 
Interstate Commerce Law. Nor were the apprehensions of the legis- 
lators altogether without reason. It was true that most pools up to 
that time had proved short-lived, and that in spite of pools the 
average receipts, and probably the average rates in force on Ameri- 
can railroads, had declined. But the experience of the country with 
pools had been short; the pool type of organization was spreading 
rapidly; its managers were perfecting its forms and were seeking a 
legal sanction which would have made pooling agreements enforce- 
able in the courts. It was not at all foolish to expect very different 
results from railroad pools during the twenty years following 1887 
from those witnessed during the twenty years prior to that date, nor 
that these results might have been such as were contrary to the 
public interest. 


Prohibition of Pools in the Act of 1887 
The provisions of the Act of 1887 relating to pools were as follows: 


Section 5: “That it shall be unlawful for any common 
carrier subject to the provisions of this act to enter into any con- 
tract, agreement, or combination with any other common carrier 
or carriers for the pooling of freights of different and competing 
railroads, or to divide between them the aggregate or net pro- 
ceeds of the earnings of such railroads, or any portion thereof; 
and in any case of an agreement for the pooling of freights as 
aforesaid, each day of its continuance shall be deemed a separate 
offense.” 

This Act made illegal the apportionment clauses of existing pools, 


but it was not understood to prevent the continuance of associations 
for the maintenance of rates. The old agreements were therefore 


1H. R. Committee on Commerce, 1882, House Misc. Doc. No. 55, Forty-seventh 
Congress, First Session, Serial 2047, p. 248. 
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continued in such modified form as would, it was thought, conform 
to the new law. In the case of the Southern Railway and Steamship 
Association, this meant the abandonment of the pooling agreements 
in effect between members of the association and the machinery 
erected for the calculation of balances and the division of revenue. 
The distribution of traffic was henceforth to be effected by adjust- 
ment of rates, for the maintenance of which a system of fines was 
introduced. The trunk-line railroads signed new articles of associa- 
tion in 1887 and again in 1889 looking to the maintenance of rates, 
and in 1895 they followed this up by the organization of the so-called 
“Joint Traffic Association,” governed by a board of managers with 
power of recommending such changes in rates as might be reason- 
able and just. Among the duties of the managers was that of secur- 
ing to each company equitable portions of the competitive traffic so 
far as could be legally done. In order to accomplish this, it was 
provided that if the maintenance of uniform tariffs by all the lines 
reduced the traffic of any party below a fair proportion of the com- 
petitive traffic, the tariffs should be so adjusted from time to time 
as to protect such lines from an unjust depletion of revenue. 

No company which was a party was permitted in any way to devi- 
ate from the rates, fares, charges, or rules recommended by the man- 
agers, except by a resolution of the board of directors of the company, 
and then only after thirty days’ notice to the association. Viola- 
tions of the agreement were punishable by a fine not exceeding 
$5,000, except where the gross receipts from the transaction which 
violated the agreement exceeded $5,000, when the fine might be 
increased. 

Other pooling agreements were reorganized, after 1887, in the same 
general spirit.? 


Prohibition of Contracts in Restraint of Trade by the Sherman 
Anti-Trust Law of 1890 


In 1890 Congress passed additional legislation which, as inter- 
preted by the courts, affected traffic agreements between railroad 
companies. The new law was known as the Sherman Anti-Trust 
Act. Sections 1 and 2 of the Sherman Act read as follows: 


Section 1: “Every contract, combination in the form of trust 
or otherwise, or conspiracy, in restraint of trade or commerce 
among the several States, or with foreign nations, is hereby 


1 Langstroth and Stilz, Railway Codperation, p. 67 ff. 
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declared to be illegal. Every person who shall make any such 
contract or engage in any such combination or conspiracy shall 
be deemed guilty of a misdemeanor, and, on conviction thereof, 
shall be punished by fine not exceeding five thousand dollars, or 
by imprisonment not exceeding one year, or by both said pun- 
ishments, in the discretion of the court.” 

Section 2: “Every person who shall monopolize, or attempt 
to monopolize, or combine or conspire with any other person or 
persons, to monopolize any part of the trade or commerce among 
the several States, or with foreign nations, shall be deemed guilty 
of a misdemeanor, and, on conviction thereof, shall be punished 
by fine not exceeding five thousand dollars, or by imprisonment 
not exceeding one year, or by both said punishments, in the 
discretion of the court.” 


It was not supposed, at the beginning, that the Sherman Act ap- 
plied to railroads. True, the opinion had been expressed during the 
course of the debates leading to the enactment of the bill that trans- 
portation was covered by the terms of the proposed law. But on 
the other hand, Congress had rejected amendments applying the act 
to transportation in express terms, and it was well known that the 
primary reason for the passage of the Sherman Law had been the 
desire to prevent industrial, not railroad, monopoly. 


Trans-Missouri Freight Association Case 


In 1897, however, in the Trans-Missouri Freight Association case, 
the United States Supreme Court applied the Sherman Act to rail- 
roads. The freight association which was here attacked was onie of 
the new Western organizations which had replaced, in 1889, the pool- 
ing arrangements common before 1887. It had a chairman, and a 
committee to consider changes in rates, rules, and regulations. Pro- 
posed changes were to be voted upon at monthly meetings of the 
association, and all parties were to be bound by the vote unless 
members proposing a modification which was disapproved should 
give written notice that in ten days thereafter they would make such 
modification notwithstanding the vote of the association. Violations 
of the agreement, including presumably the cutting of rates, were to 
be reported to the managers, who were to impose fines not exceed- 
ing $100. 

Evidently this was a less rigid arrangement than the old pool, yet 
one which did exercise some restraint upon its members, The Su- 


1166 U. S. 290, 1897. 
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preme Court held that the agreement, though legal when made, 
became illegal on the passage of the Act of 1890. The following year 
a similar conclusion was reached with regard to the Joint Traffic 
Association. 

These decisions showed that binding agreements to maintain rates 
were no less illegal under existing law than agreements for the ap- 
portionment of traffic. Once more the system of traffic arrangements 
between competing carriers had to be revised. 


Clauses in the Transportation Act of 1920 Relating to Rail- 
road Pools 


Section 407 of the Transportation Act amends the Interstate Com- 
merce Act to read, with regard to pools, as follows: 


“That, except upon specific approval by order of the Commis- 
sion [Interstate Commerce Commission] as in this section pro- 
vided, and except as provided in paragraph (16) of section 1 
of this Act, it shall be unlawful for any common carrier subject 
to this Act to enter into any contract, agreement, or combination 
with any other common carrier or carriers for the pooling of 
freights of different and competing railroads, or to divide be- 
tween them the aggregate or net proceeds of the earnings of 
such railroads, or any portion thereof; and in any case of an 
agreement for the pooling of freights as aforesaid each day of 
its continuance shall be deemed a separate offense: Provided, 
That whenever the Commission is of opinion, after hearing 
upon application of any carrier or carriers engaged in the trans- 
‘portation of passengers or property subject to this Act, or upon 
its Own initiative, that the division of their traffic or earnings, 
to the extent indicated by the Commission, will be in the interest 
of better service to the public, or economy in operation, and 
will not unduly restrain competition, the Commission shall have 
authority by order to approve and authorize, if assented to by 
all the carriers involved, such division of traffic or earnings, 
under such rules and regulations, and for such consideration as 
between such carriers and upon such terms and conditions, as - 
shall be found by the Commission to be just and reasonable in 
the premises.” 


As is sometimes the case in legislation, the exceptions in the Act 
of 1920 with respect to pooling are more important than the man- 


U7 TWa.505, 1808. 
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datory provisions. In brief, the Act gave to the carriers once more 
the right to apportion traffic, subject to the approval of the Inter- 
state Commerce Commission and upon terms which the Commission 
shall pronounce reasonable. 

Paragraph 16 of Section 1, which seemed to create a still further 
exception, merely gives to the Commission authority to issue instruc- 
tions with regard to the routing of traffic when a carrier may be 
for any reason unable to transport the traffic offered to it so as prop- 
erly to serve the public. This routing and accompanying handling 
sometimes requires a kind of division of traffic between normally 
competing carriers, but it has little importance for the general pool- 
ing problem, and will not be again referred to. 


Reasons for Change of Policy in 1920 


Evidently the policy of the Act of 1920 regarding pools was con- 
trary to that of the Act of 1887. The reason for a change in the law 
was probably that during the thirty-three years since 1887 the level 
of railroad rates had been brought under government control. 
While competition was still important, Congress felt that it could 
trust the Interstate Commerce Commission to protect the public 
from obvious extortion. 

Moreover, the emphasis in later discussions had come to be rather 
upon railroad codperation than upon railroad competition. ‘This 
was partly due to an appreciation of the importance of stability and 
equality in rates, but still more to the fact of a shortage in transpor- 
tation facilities which made the need for effective use of railroads 
more pressing than the need for lower rates. 

As a result of the Act of 1920, pooling agreements are once more 
legal if they receive the prior approval of the Interstate Commerce 
Commission. Whether the authority of the Commission also extends 
to the legitimation of agreements for the maintenance of rates, apart 
from contracts for the apportionment of traffic, depends upon 
whether such arrangements may be properly termed “agreements 
for the pooling of freight.” If they come within a fair definition of 
pools, as they probably do, they may be relieved from the prohibi- 
tions of the Anti-Trust Act as well as from those of the Act of 1887. 

In any case, it is doubtful whether railroads are longer interested 
in agreements to maintain rates or to control traffic of the type so 
common before 1897. Only three applications have been made under 
Section 407, although it has now been seven years in force. Railroad 
conditions are relatively stable, discriminations or departures from 
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the published rates are subject to severe penalties, and organizations 
have been built up within the old law sufficient to provide the indis- 
pensable minimum of traffic or business cooperation between railroad 
companies. 


Traffic Associations 


The present form of railroad organization for the consideration of 
traffic problems is the “traffic association.” Such an association may 
be either a freight association or a passenger association. In only one 
important case does the same body handle both freight and passenger 
matters. 

The principal freight associations are the following: 


. The New England Freight Association. 
The Trunk Line Association. 

The Central Freight Association. 

The Western Trunk Line Committee. 
The Southwestern Tariff Bureau. 

The Transcontinental Freight Bureau. 
The Southern Freight Association. 

The Canadian Freight Association. 


ae 


The principal passenger associations are the following: 


1. The New England Passenger Association. 

2. The Trunk Line Association—Passenger Department. 
3. The Central Passenger Association. 

4. The Southeastern Passenger Association. 

5. The Southwestern Passenger Association. 

6. The Western Passenger Association. 

7. The Transcontinental Passenger Association. 


In addition to these leading associations, passenger and freight, 
there are a number of minor or local associations, sometimes with 
jurisdiction over a state or over some other small defined section, as 
in the case of the Utah Freight Bureau or the Illinois Freight As- 
sociation, sometimes limited to a single city or to a single class of 
traffic, as in the case of the Buffalo Freight Committee, the Cincin- 
nati Freight Committee, the Ohio Coal Traffic Association, or the 
Gulf Foreign Freight Committee. 


Purposes of Traffic Associations 


The purposes of traffic associations are usually summarized in 
their articles of agreement. The following quotations will show the 
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nature of the explanatory statements which these articles commonly 
contain: 


Western Trunk Line Committee: “The purpose of this agree- 
ment is to aid in the enforcement of Federal and State laws 
regulating commerce; the prevention of undue preference to 
any person, firm, company, corporation or locality, or to any 
particular traffic in any respect, and as a necessary means to 
this end, for an interchange of authentic information regarding 
rates; for consultation and mutual advice as to the reasonable- 
ness and legality of rates, and to insure necessary and economi- 
cal publication thereof.” 

Western Passenger Association: “The purposes of this Asso- 
ciation are to provide means for interchanging authentic infor- 
mation with regard to tariffs and methods of ticketing; for the 
compilation and distribution of statistics and for consultation 
and mutual advice with respect to the conduct of passenger 
traffic covered hereby.” 


Further Explanation of the Functions of Traffic Associations 


In general, it may be said that the function of the traffic associa- 
tion is to assure simultaneous consideration of tariff changes by all 
interested railroads, so that there may be free interchange of views 
between carriers, and so, also, that all railroads affected may be 
advised of action which any line intends to take in time to meet it, 
if they wish, by similar action of their own. Most people agree 
that rates must be the same by all practicable railroad routes between 
named termini. If rates are not the same, or at least if they differ 
by more than well-considered amounts, there will be sudden diver- 
sions of trafic from one railroad to another, and objectionable dis- 
criminations in favor of shippers upon the lines which reduce rates 
as against shippers upon lines on which rates are maintained. Per- 
haps the most important thing which traffic associations do is to 
minimize discriminations and diversions of this sort. 

Traffic assocations differ from pools in that they attempt no appor- 
tionment of traffic or revenue, contain no stipulation in their articles 
regarding the maintenance of rates, and provide for no fines, deposits, 
or other means by which individual companies may be forced to con- 
form to the views of the majority of the members of the associa- 
tion. This, at least, has been the line of distinction up to the present 
time. Since the law regarding railroad combinations has been made 
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more liberal, it is possible that traffic associations may in the future 
take on some of the functions of the older pools. This they have not 
so far done. 


Organization of a Typical Traffic Association—the Transcon- 
tinental Freight Bureau 


Probably the best way to make clear the working of a traffic asso- 
ciation is to describe in some detail the operation of some typical 
organization. For this purpose the Transcontinental Freight Bureau 
is selected, partly because it is important, and partly because a recent 
investigation of the bureau by the Interstate Commerce Commission 
makes it possible to secure intimate details regarding the conduct of 
its business which are not available in the case of other associations 
or committees. 

It may be added that the bureau’s organization, operation, and 
procedure are similar in most respects to those of other carrier asso- 
clations such as the Western Trunk Line Committee, Southwestern 
Tariff Bureau, and Central Freight Association. 


Organization and Membership 


The membership of the Transcontinental Freight Bureau consists 
of twenty lines, all operating west of Chicago and all having mile- 
age west of the Missouri River. The practical control of the affairs 
of the association lies, however, in the hands of the nine companies 
which reach the Pacific coast. 

The general administration of the bureau’s business is intrusted 
to an executive committee composed of representatives of Pacific- 
coast terminal lines. ‘There is also a finance committee which 
authorizes expenditures, an auditing committee, and an advisory 
committee composed of railroad counsel who assist in the defense 
of cases before the Interstate Commerce Commission which bring in 
issue rates, charges, rules, or regulations published by the bureau. 

The actual operation of the bureau is conducted by a permanent 
chairman, assisted by a committee of freight traffic managers of © 
Pacific lines with respect to proposed changes in rates or regulations. 
The freight traffic managers’ committee is no part of the bureau 
organization, but works with it from outside. Subject to the chair- 
man is a personnel of 235 members. 


1Tn the Matter of the Transcontinental Freight Bureau, 77 I. C. C. 252, 1923. 
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Activities of the Bureau 


The activities of the bureau comprise: (a) publication of tariffs 
and their interpretation; (b) weighing and inspection service; and 
(c) consideration of proposed changes in tariffs. The bureau main- 
tains a considerable staff of inspectors at important junction points 
in Pacific-coast territory, and employs traveling inspectors also. 
These men correct errors in descriptions and weights of shipments, 
on carload and less than carload, local and through traffic. In 1921, 
in north-Pacific-coast territory alone, including Huntington, Oregon, 
and Wallace, Idaho, the additional revenue gained by carriers as a 
result of these inspections was $414,415.93, against an expenditure 
of only $80,990.18. 

The publication of tariffs is conducted upon instructions from the 
freight traffic managers of Pacific-coast lines. The bureau has no 
independent initiative in the matter, but acts as publishing agent 
only. It does, however, seek the concurrence of Eastern lines if the 
proposed rates are for application to or from points east of Chicago 
or the Mississippi River. It also manages to include in eight major 
tariffs the principal transcontinental rates of practically all rail car- 
riers. [his is a great convenience to shippers; moreover, it tends 
to make rate changes effective for all companies upon the same date, 
and helps to maintain established relationships between competing 
shipping points. 


Proposed Changes in Tariffs 


The most far-reaching work done by the association is in relation 
to proposed changes in tariffs. Proposals for changes in rates, rules, 
or regulations originate with a member line or with a shipper, and 
upon receipt by the bureau are docketed for reference to the standing 
rate committee. This is a committee of three, elected by the execu- 
tive committee. Pending consideration, the item is printed in a 
weekly docket bulletin published by the bureau and distributed to 
a considerable mailing list. In due time the standing rate com- 
mittee takes up the new proposal, considers it, sometimes seeking 
information from carriers or listening to oral representations by 
shippers on the matter, and renders a decision. Such decisions of the 
committee are mailed to the freight traffic managers of the Pacific 
lines, with copies to the executive committee. If the rate committee 
is not unanimous in its opinion, or if the freight trafic managers are 
not unanimous in their approval, the question is set for discussion 
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before the next meeting of freight traffic managers and is there dis- 
posed of. The freight traffic managers act, of course, as direct rep- 
resentatives of their several lines. If they agree upon a rate, either 
with or without discussion, this rate will be presently authorized by 
the carriers acting individually and published by the bureau. If they 
disagree, each road will act as it deems best for the protection of its 
own interests. 

It should be added that while the regular procedure is that de- 
scribed, there is nothing in the organization of the bureau which 
will prevent any individual carrier from directing the bureau to pub- 
lish a rate without reference to the standing rate committee. In such 
cases the bureau will act as directed, although it will require the per- 
sonal signature of the executive traffic officer of the carrier as author- 
ity. Notice of changes ordered in this way is circulated to the other 
Pacific lines in order to afford them opportunity to have correspond- 
ing rates published simultaneously for their account, if they so desire. 


Advantages of the Transcontinental Freight Bureau 


Both the advantages and the disadvantages of the Transcontinental 
Freight Bureau were discussed in the course of the hearing before 
the Interstate Commerce Commission in 1923. ‘The merits claimed 
for the bureau were the following: 

1. With respect to changes in rates, it was argued that the stand- 
ing rate committee of the bureau could command fuller information 
than was ordinarily available to any single carrier, and that its deci- 
sions would be therefore more nearly correct than those made by 
railroads which acted without such an organization. This was because 
individual lines did not have the hesitancy in furnishing the stand- 
ing rate committee with confidential information concerning such 
matters as the volume of movement of particular traffic that they 
would have if a competing line should seek like information for its 
guidance in fixing rates independently. Since objections by freight 
trafic managers to committee decisions were registered in not more 
than 10 per cent of the cases, the importance of the superior position 
of the standing rate committee was manifest. 

2. Witnesses for the shippers stated before the Interstate Com- 
merce Commission in 1923 that it was of advantage to them to be 
able, through the bureau, to have applications for tariff changes 
considered by all member lines at the same time, instead of being 
compelled to file them with the individual lines and then carry on the 
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necessary correspondence with each, because this procedure resulted 
in quicker action. 

3. Both carriers and shippers agreed that it was an advantage to 
have changes in rates, rules, and regulations made upon all lines 
simultaneously. 

4. With respect to the publication of rates, all parties indorsed 
the bureau’s method of combining in one set of tariffs the principal 
transcontinental rates of practically all carriers. This was believed 
to be economical from the point of view of the carriers. From the 
point of view of shippers, joint publication afforded a ready method 
of ascertaining the rates available to their competitors, made rate 
changes effective for all upon the same date, and maintained estab- 
lished relationships between competing points. It also reduced the 
volume of publications which each shipper had to have at his dis- 
posal. 

5. The weighing and inspection service was not objected to by 
shippers, while it was thought extremely valuable by the railroads. 


Disadvantages of the Transcontinental Freight Bureau 


The disadvantages of the Transcontinental Freight Bureau, and 
this applies to traffic associations generally, as well as to pools, are 
those incident to the restriction of competition. It is clear enough 
that some restraint of this character does characterize the operation 
of a traffic association, if only because close contact between traffic 
representatives of member lines exposes each to the force of a public 
opinion among carriers which is on the whole adverse to rate reduc- 
tions. In the particular case of the Transcontinental Freight Bureau 
a few witnesses representing intermountain territory expressed the 
opinion that without a bureau they would be able to secure more 
advantageous rate adjustments from individual carriers. This was 
perhaps typical of a larger situation, 

On the other hand, it is equally clear that the restraint of competi- 
tion which results from the Transcontinental Freight Bureau and 
similar associations is much less than was characteristic of the old 
pooling agreements, and that it has not prevented individual action 
by railroad companies in an appreciable number of cases. Such 
minor restraints as exist are overbalanced by the obvious utility of 
the traffic association to carriers and to shippers alike. 

The Transcontinental Freight Bureau was explicitly approved by 
the Interstate Commerce Commission in 1923, and any further attack 
upon this type of organization is now unlikely. 
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CA Imo ac 1 


OPERATING COOPERATION BETWEEN RAILROAD 
COMPANIES 


Operating Agreements Between Transportation Companies 


Operating arrangements between transportation companies are 
easier to enforce than agreements regarding price or the division of 
business, because there is less difference in interest between the par- 
ties, and also because they are less likely to rouse public opposition. 
Upon the continent of Europe, a number of governments have 
reached a general agreement upon such matters, under the auspices 
of the League of Nations,! and there is also an international car pool,? 
and a variety of agreements between individual companies. Like- 
wise in the United States there are operating agreements and there 
is a very important organization known as the American Railway 
Association, whose functions we shall presently describe. 


European International Railway Convention 


The European international convention of 1923 begins with an 
undertaking by the contracting governments to promote continuity 
of service in international traffic. Special mention is made of supple- 
mentary railroad construction at junction points where necessary, 
of common stations, of convenient schedules for international trains, 
and of the administration of customs and police formalities so as to 
impede international traffic as little as possible. 

In addition to the clauses referred to in the preceding paragraph, 
the governments signing the convention agree to encourage the rail- 
road administrations subject to their sovereignty or authority in the 
free exchange of rolling-stock. This encouragement is expected, of 
course, to take many forms, but it naturally involves two practical 
steps: first, government approval of railroad agreements relating to 
standards of construction and maintenance of equipment; and, sec- 
ond, government undertakings to prevent the seizure of rolling-stock 
while in foreign service. 

1 Bulletin des transports internationaux, 1924, vol. xxxii, Annex, p. 27, “Convention 
et statut sur le régime international des voies ferrées.”” See also Bulletin, February, 
1924, p. 49. Mention should also be made of the Berne Convention of 1890, through 
which the contracting governments accomplished something like a codification of laws 
applying to international transportation. This convention was revised in 1908, and 


a further revision now awaits ratification by the various European parliaments. 
2 [bid., p. 194, “Union internationale des wagons.” 
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A third part of the convention relates to the use of single through 
contracts of shipment for freight or passengers forwarded from one 
country to another. Still other subjects touched upon are the quo- 
tation of through rates, the auditing and division of revenue on inter- 
national traffic between participating carriers, the reservation of the 
right to prohibit the entry into a country of certain classes of goods, 
and provisions for interpretation and appeal of the clauses of the con- 
vention itself. 


Signatories to International Railway Convention 


Up to February, 1924, the international convention of 1923 had 
been signed by representatives of the following nations: Germany, 
Austria, Belgium, Brazil, British Empire, Chile, Denmark, Free City 
of Danzig, Spain, Esthonia, Finland, Greece, Hungary, Italy, Lithu- 
ania, Holland, Poland, Rumania, Salvador, Serbia, and Uruguay. 

This convention is not, of course, itself an operating agreement 
between railroad companies, but only an undertaking by govern- 
ments to facilitate the conclusion of such agreements. It is, never- 
theless, a declaration of policy of the first importance, which has 
already led to the negotiation of a convention for car interchange 
between most of the important railway systems of Europe, and will 
doubtless be followed by the revival of other international railway 
organizations or agreements which existed before the war. 


Railroad-operating Codperation in the United States 


In a country like the United States, the absence of national politi- 
cal frontiers facilitates the operating codperation of independent rail- 
way companies. The most striking instances of such codperation in 
this country are in the field of accounting, in the establishment of 
through rates and routes, in the common use of cars, and in the 
development of standard practice through the activity of committees 
of the American Railway Association and of the International Rail- 
way Association. ‘There is nothing comparable to these achieve- 
ments in the activity of other transportation agencies. Taken in 
connection with the extension of the liability of the initial carrier to 
the shipper for loss or damage occurring anywhere en route, they 
do much to transform the variously owned railway properties of the 
country into a single operating system. This is a decidedly for- 
tunate outcome, for the reason that traffic in this country constantly 
tends to pass beyond the lines of the transportation system upor 


*“Convention et statut sur le régime international des voies ferrées,” sup. cit. 
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which it originates, and codperation between carriers both improves 
service and relieves the shipper of expensive responsibility for the 
distant handling of his goods. 

Let us examine some of the forms of operating codperation which 
contribute to the functioning of American railroads as a single trans- 
portation system. 


Through Billing 


One simple method by which railroads codperate in interline hauls 
is by the use of through or interline waybills. A waybill, in Ameri- 
can practice, is a document representing the freight and traveling 
with it. The form on the next page is in common use. 

Examination of this waybill will show that it contains spaces for 
the insertion of the names of shipper and consignee, description of 
goods, weight, rate (per 100 pounds), freight charges (weight mul- 
tiplied by rate), advances, and amount prepaid. The meaning of 
these terms is obvious except perhaps that of the term “advances,” 
which refers to expenses incurred by the billing carrier in connection 
with shipments, that are to be collected, in addition to freight charges, 
from the consignee. The waybill also has place for routing instruc- 
tions, for the identification of the car in which the shipment moves, 
for the name of the station where the bill is made out, and for a 
billing date and number. It is an operating paper, which accom- 
panies freight from the beginning of its journey to the end. The 
waybill serves the freight train conductor as a memorandum of 
freight which is on his train, it informs the station agent of the 
charges which must be collected from the consignee, and it supplies 
the general auditor with a record and a basis for records which 
enable him to check the accounts of station agents, to divide revenues 
among all companies that are interested, and to prepare statistical 
reports descriptive of the business done. 


Advantages of Through Billing 


Before the practice of through billing was introduced, a carrier 
customarily “billed” only to a junction point with a connecting road. 
That is to say, the point of destination indicated upon the waybill 
was the end of the first carrier’s line. At the junction point, the 
connecting carrier made out a new waybill, showing the junction 
point as place of origin, and the place to which the freight was going 
as the destination; unless, indeed, more than two carriers were in- 
volved, when the arrangements became still more complicated. 
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Local billing of this type was and is expensive. It requires a mul- 
tiplication of clerical work. Moreover, it increases the chances of 
mistake. Still again, the tendency of local billing is to break up a 
through shipment into a series of local hauls. It is evidence that a 
carrier seeks to limit its responsibility for loss or damage to acci- 
dents occurring upon its own line, and refuses to employ connecting 
carriers for delivery at a point beyond its own terminus, thus en- 
deavoring to place the shipper in direct contractual relation with 
each carrier over whose lines his goods may pass. 

It needs no argument to prove the convenience, in an interline 
transaction, of using a single waybill, from point of origin to final 
destination on whatever railroad line that destination may be. While 
through billing cannot be said to be universal, yet in the majority 
of cases railroads recognize the advantage of acting as a unit in the 
matter of billing, and operate in this respect with little attention to 
the dividing lines created by the diversity of ownership of separate 
railroad systems. 


Through Rates and Through Routes 


Another species of codperation in interline shipments is in through 
rate-making. Instead of quoting rates only to the terminus of its 
own line, and leaving it to the shipper to obtain an official statement 
from the connecting carrier of the rate which will apply “beyond,” 
carriers agree upon, and file with the Interstate Commerce Commis- 
sion, rates which apply from a station upon one road to stations 
upon other roads. These rates are usually and properly less than 
the sum of the local rates; we are interested at the moment, how- 
ever, less in their absolute amount than in the fact that they repre- 
sent codperative action by two or more railroads with respect to 
traffic which passes over more than one line on its way to destina- 
tion. Inasmuch as through rates result from agreement between 
particular carriers, the route to be followed by traffic seeking the 
advantage of the through rates is specified at the time the rates are 
established. We have, therefore, through routes as well as through 
rates. Naturally, upon through routes, schedules and facilities re- 


ceive joint attention as well as rates. 


Division of Revenue on Interline Business 


Still another form of codperation between connecting carriers has 
to do with accounting in interline business. The efficiency of the 


AN39V aiva 


SWYWN NOliVisS 


“ON NOILVLS ‘ON A33HS ‘ON LUOdEaY 


aivd3ud SSONVAQGYV}, LHOIZY4S 


1LIgayo 


AO ANIM 


Lapis varerat WOUws 


000'O0S-92-1 


NOILVLS 


YaqgWnn 
Wa 
LHOIZY¥A 


YAaaWnn ailva 


TIIEGAVM 


GQAAIS93e STIEAVM WALSAS VYLNI GNV SNITYSALNI JO LOVYLSAY ATIVd 


‘sD 


COOPERATION BETWEEN RAILROAD COMPANIES 395 


methods employed by American railroads in making quick and ac- 
curate division of the revenues derived from through business, and 
the extent to which these methods require codperative action be- 
tween interested carriers, is seldom appreciated by the general public. 
The initiative in interline accounting is usually undertaken by the 
estination railroad, because the original waybill, upon which the 
accounting depends, is in the hands of the agent of the destination 
railroad at the time when the act of transportation is completed. 


Abstracts of Interline Waybills 


The process of interline settlement begins with the forwarding of 
waybills by an agent to the auditor of his railroad. This is done at 
regular intervals, generally daily, and the bills are accompanied by 
report sheets upon which the most essential items of information upon 
the bill—consignor, consignee, nature of shipment, weight, rate, ad- 
vances, and prepaid—are set forth. These reports are known as 
abstracts, and are in the following form on page 394. 

Abstracts of interline freight received are checked in the auditor’s 
office against the accompanying waybills. 


Division Statement 


The division statement is made out from the abstract. This is a 
statement sent by the receiving railroad to all railroads from which 
freight has been received during the preceding month. 

The division statement reproduces the information contained in 
the abstract, although in slightly different form, owing to the fact 
that it represents the accumulation of reports from many receiving 
stations on the reporting railroad line. The division statement also 
contains one thing which the abstracts do not, namely, a calculation 
of the proportion and amount of revenue to which each railroad 
that has participated in interline movements is entitled as its share. 
The basis of such a calculation is found in agreements previously 
entered into by the parties interested. 


Correction Account 

For purposes of monthly settlements between carriers the division 
statement rendered by the receiving road is accepted as accurate. 
This statement is, however, checked by the carriers to whom it is 
sent, errors are notified to the receiving road, and the latter, through 
a so-called “correction account,” adjusts the mistakes which have 
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been discovered. The form of a correction account is reproduced 
on page 398. 

It should be added, to make the description of the process of inter- 
line settlements complete, that when a railroad has a balance to pay 
to another railroad on received business and a balance to receive on 
forwarded business, or vice versa, only the difference between the 
two amounts is remitted or collected. This fact, as well as the cir- 
cumstance that every carrier is a receiver as well as a forwarder of 
freight, and so initiates part of the settlements in which it is inter- 
ested, has done much to convince American railroads of the fairness 
and economy of the interline accounting methods which they pursue. 

Before the introduction of the plan of audit office settlement be- 
tween railroads upon a “received” basis, most railroads followed 
what was known as the “junction settlement” plan—a system which 
called for an accounting at each junction point between railroads at 
the time when freight passed from one to the other. This was an 


altogether clumsier and less effective method than the one now in 
force. In man laces in Europe, and occasionally in the United 
yO iP pe, cas vi 
States, still another manner of settlement is in force, more or less 
following the analogy of the clearing-house universal in banking 
g gy g ‘ : 8 
practice. The establishment of a clearing-house requires even 
greater cooperation between carriers than does the audit office settle- 
ment plan. Because of the efficiency of the latter, the clearing- 
house method, while it has its advocates, has never found widespread 
favor in the United States. 


Free Interchange of Cars Between American Railroads 


There is still another form of operating coGperation between rail- 
roads which is even more important than through billing, or through 
rate-making, or well-devised methods of interline revenue settle- 
ment. This consists of the free circulation of freight cars, with little 
or no regard for ownership. 

It is very important that freight cars move readily from one rail- 
road system to another, because if they did not the expense and 
delay incident to a shipment from a point upon the line of one carrier 
to a point upon the line of another carrier would become intolerable. 
All freight would necessarily be transferred from car to car at every 
junction. There would be labor costs to pay, there would be loss 
and damage as a result of handling, and consignments would have to 
wait whenever the supply of cars to receive them at a junction hap- 
pened to be too small to accommodate the volume of goods accumu- 
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lated there for transportation. At the same time the efficiency in 
utilization of rolling stock would be less than it is now, as there 
would be many instances in which empty cars would stand idle at 
junction points while waiting for a load. 

If we except narrow-gauge equipment, all freight cars in the 
United States are built to conform to general specifications, which 
make it certain that any car can be er upon any railroad in the 
country, in conjunction with any other freight car or locomotive. 
The same is true, one may add, of passenger cars, and of locomotives, 
passenger or freight. Upon this physical basis, two sorts of operating 
arrangements have grown up. 


Private Cars 


The first has to do with what is known as the privately owned car. 

On January 1, 1918, there were approximately 200,000 freight cars 
in the United States owned by private interests, which was in the 
neighborhood of 8 per cent of all freight-car equipment then in use. 
These private cars were nearly all of special types—refrigerator, 
tank, stock, and coal cars largely predominating. 

The origin and development of the use of private cars is succinctly 
described by the Interstate Commerce Commission as follows: 


“In the development of freight traffic in the different sections 
of the country it became evident that many commodities might 
be transported to much greater advantage in certain kinds of 
cars especially adapted to the character and peculiar qualities 
of the particular articles, than in the ordinary cars furnished by 
carriers. ‘The latter were slow to respond to the demand for 
improved cars of special pattern, and frequently failed to pro- 
vide them. Hence, by agreement between shipper and carrier, 
the former undertook to provide his own cars for the transporta- 
tion of his particular articles. In analogy to the custom that 
prevailed between connecting carriers in respect to the use of 
each other’s cars, the railway company became the hirer of the 
shipper’s cars, paying for their use on the basis of a certain 
amount per mile on the loaded, or loaded and empty, move- 
ments. Initiated in a small way with respect to a few articles, 
the development has been in the direction of rapidly expanding 
use of private cars. It became necessary that some industries 
should have a constant and adequate supply of cars in order to 
conduct business on a large and economical basis. Articles of a 
perishable nature required prompt movement; some of such ar- 
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ticles moved during short periods of each year; and there were 
demands for cars of special type from many different sections of 
the country which the carriers could not, or did not, supply. It 
has also come about that private cars now in use are not owned 
by shippers alone. They are owned in large numbers by sepa- 
rate corporations, who make their arrangements for the use of 
the cars with shippers, and procure from the railroads the pay- 
ment of mileage. Many of these companies lease cars to rail- 
road companies, receiving only the mileage allowance for their 
use; others lease their cars to carriers for an agreed monthly 
rental, the latter to keep the cars in repair; still others lease to 
shippers at an agreed rental per month, and credit the mileage 
earnings to the latter. Many of these concerns are car builders, 
who supply cars of special design to shippers on order. They 
have facilities for repairing their cars located at convenient 
points in different parts of the country.” ? 


Inasmuch as private cars are not owned by railroad companies, 
there is no reason why any railroad should wish to prevent the pas- 
sage of such cars from its own to the lines of a connecting carrier. 
Private cars, therefore, move with complete freedom over the rail- 
roads of the country without regard to system boundaries. Indeed, 
because of the excellent organization of some of the large car-owning 
corporations, and the close supervision which the operation of 
private cars receives, these cars probably move more rapidly and on 
the average with lighter loads than the equipment owned by the 
railroads themselves. 


Cars Owned by Railroad Companies 


In addition to their arrangements concerning private cars, rail- 
roads have adopted what they call car-service and per-diem rules 
relating to the interline use of cars in railroad ownership, as well as 
rules relating to repair of such equipment while on foreign lines. 
Railroad-owned cars are sent off their owners’ tracks when the lading 
justifies such handling, almost as freely as privately owned cars. 
As a matter of fact, cars from California may be found any day in 
New England, and cars owned in New York may travel to Texas and 
back before they again reach the railroad to which they belong. A 
yard clerk in a busy Eastern terminal is likely to see, in the course 
of a month’s experience, specimens of the freight equipment of every 
large railroad in the United States. 


1In the Matter of Private Cars, 50 I. C. C. 652, 657, 1918. 


402 PRINCIPLES OF INLAND TRANSPORTATION 


Distribution of Cars Between Carriers 


The following table shows the average number of home cars and 
foreign cars upon the lines of the largest railroads in the country 
(railroads with annual operating revenue above $25,000,000) for the 
month of December, 1926, classified by regions: 


OPERATING STATISTICS OF LARGE STEAM ROADS, DECEMBER, 1926 
(Average number of cars on line daily) 


District Home Foreign Total 
Neve Tecan <aies Witrnae 39,285 67,420 96,711 
Great.Lakes Region, 2.2.4 see: 232,035 223,629 455,664 
Central Eastern Region........ 377,733 243,960 621 , 693 
Pocahontas ik egionwer- a erneenie 71,407 275 03)5 98 , 442 
SOUtHErNENCO1OM er rr atten 205,107 130, 801 335,908 
Northwestern Region.......... 243,933 IOI , 869 345, 802 
Central Western Region........ 237 , 823 128 , 362 366,185 
Southwestern Region........... 98 ,966 110,41! 209,377 


The proportion of railroad cars located upon the line of the road 
which owns them varies considerably from time to time. During 
the period of federal operation of American railroads (December 
28, 1917, to March 1, 1920), the percentage fell very low. Indeed, 
on November 1, 1920, nine months after the relinquishment of fed- 
eral control, only 31.3 per cent of railroad cars were “at home.” 
Under restored private management the percentage rose rapidly, 
until by July 15, 1921, 74 per cent of the cars were to be found upon 
the line of the company which owned them. At the present writing 
60 per cent of railroad cars are on the owning company’s line—a 
figure which may, perhaps, be taken as normal. 

Under conditions of perfect equilibrium, every carrier should have 
upon its line at all times the same number of cars that it owns, in 
spite of the fact that a substantial portion of its equipment can 
always be expected to be upon the lines of other carriers. While 
some of its own cars will be away, this number will be balanced by 
the foreign cars on hand. Unfortunately this state of perfect equili- 
brium does not always exist, and constant effort is required to main- 
tain a distribution of equipment which corresponds, even roughly, to— 
the relative investment of different carriers in equipment for the 
transportation of freight. 

Carriers properly insist upon three things in connection with the 
use of their cars. The first condition attached to the free inter- 
change of equipment is that reasonable attention shall be paid to the 
repair of railroad cars while in foreign service. A second condition 
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is that cars shall be returned to the home road as rapidly as is con- 
sistent with the economical handling of through freight and with the 
restriction of empty car mileage to a reasonable figure. The third 
condition is that a fair rental shall be paid to the road which owns 
equipment by each other carrier which uses that equipment. These 
three conditions are expressed respectively in what are known as 
the master car-builders’ rules, the car-service rules, and the per- 
diem rules. 


Interchange Rules of the Master Car Builders’ Association 


The code of rules governing repairs to freight cars interchanged 
between railroad companies is published by the Master Car Build- 
ers’ Association. It defines the conditions under which railroads 
may refuse to receive cars from their connections, locates the respon- 
sibility for repairs as between owning and using companies, and con- 
tains a detailed list of prices at which different sorts of repairs may 
be charged. 

In general, owners of cars are responsible for repairs made neces- 
sary by ordinary wear and tear. This includes, for instance, the 
repair of defects due to wear of couplers and to corosion of steel 
parts of the car. It also includes the repair of air hose burst from 
air pressure, the replacement of missing or worn-out parts of brakes 
which have failed under fair treatment, and the cleaning of triple 
valves that have not been tested within the previous twelve months. 

The using road, on the other hand, is responsible for damages of 
any kind to body, truck, brake apparatus, etc., of the car due to un- 
fair usage, derailment, or accident, for damaged sills, flat wheels 
caused by sliding, for material missing from trucks offered in inter- 
change except journal-box lids and nuts, and for other repairs and re- 
placements of this general class. 

It is evidently desirable for carriers to agree upon the allocation 
and cost of repairs, as well as upon procedure for the settlement of 
disputes regarding repairs. ‘This is, indeed, an essential part of a 
policy looking to the free interchange of equipment between connect- 
ing carriers. 


Code of Per-diem Rules 


The code of per-diem rules is published by the Car Service Divi- 
sion of the American Railway Association. The rules are based 
upon the principle that a road which uses a railroad freight car shall 
pay a rental to the owner of the car, and that this rental shall be a 
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certain amount per day (now $1), not a certain amount per mile 
run, as is still the practice in the case of private cars and of passenger 
cars 

There is a real difference in interest with respect to the level of 
per-diem charges between railroads, like those in New England, 
which regularly have more cars upon their lines than they own and 
so have always more money to pay in per-diem settlements than 
they have to receive, and roads like the grain carriers, which are as 
regularly short of equipment. The former group wishes per-diem 
rates to be low; the latter desires them to be high. On the principle 
of charging a rate per day, however, railroads are pretty well agreed, 
mainly because this system insures revenue to the owning road when 
a car is stationary upon a foreign line, as during the period of load- 
ing or unloading, as well as when the car is in motion. The daily 
basis, for the same reason, stimulates carriers to require prompt 
return of foreign as well as of domestic equipment from shippers. 
A road which is forced to pay for the use of foreign freight cars 
only when these cars are in motion may, without loss to itself, be 
extremely lenient with shippers with respect to free time. Cars will 
be used as warehouses under these conditions and the efficiency with 
which railroad equipment is employed will decline. 

The daily, or per-diem, basis of settlement for the use of foreign 
freight cars went into use upon the principal railroads of the United 
States in 1902, after much painful experience with the plan of mile- 
age payments. It has given sufficient satisfaction so that a return 


1A tabulation of the per-diem rates in force as between American railroads from 
1902 to the present day gives the following result: 


Date When the Rate Became 


Effective Rate 
GOD irigearstastasca sd, uae aieiaycka eval ersten Soe ere 20 cents per car per day, regular 
80 cents penalty 
SHS ley. (Cl MUNN adil) Con eRe ae Ur ere omc orm aE ce 25 cents per day, regular 
75 cents penalty 
HOOT ily aT) eyes orci aieere cette cote eetee ears §0 cents per car per day 
MOOS a (Mia rG hem) Me Lae Shien un ticcake eter aie c deren Re 25 cents per car per day 
1g10 (March 1) 
NER dots ethic, Mee aE AG CERO iodo cme . 30 cents per car per day 
ANotequIAe do) loa MOA) 4 Geers A, SOMA Ao ab anac ae 35 cents per car per day 
TOM AMUN en errs sted aeterunl ce ryote cmc 45 cents per car per day 
LOLA) aMuanye DW) mathe siee aeutehe, oecmer, cinta: 75 cents per car per day 
G17 (UMPaRCN GI) wpaakine ter arachandorentcrseiaeiemie 60 cents per car per day 
BOL (Miarchcl) wctace asrast cate asia eee go cents per car per day 
roeol(Novemberis), toontigeas. sidan eaeee er 100 cents per car per day 


Proceedings of the American Railway Association; see also “In the Matter of Private 
Gats Gol ©. C2649. G65. 1918, 
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to the old mileage system has never been seriously proposed. The 
present rates of $1 per car per day has been in effect eight years. 


Code of Car-service Rules 


In addition to the per-diem rules, railroads have agreed upon what 
is known as a code of car-service rules. ‘These rules relate to the 
handling of cars and include the following provisions: 


“1, Home cars shall not be used for the movement of traffic 
beyond the limits of the home road when the use of other suit- 
able cars under these rules is practicable. 

“2. Foreign cars at home on a direct connection must be for- 
warded to the home road loaded or empty, except as provided in 
paragraphs (e) and (f). If empty at junction with the home 
road and loading at that point via the home road is not avail- 
able they must, subject to Rule 5, be delivered to it at that 
junction, unless an exception to the requirement be agreed to 
by roads involved. Otherwise, cars under this rule may be: 

“(a) Loaded via any route so that the home road will par- 
ticipate in the freight rate, or 

“(b) Moved locally in the direction of the home road, or 

“(c) Moved locally in the direction from the home road, or 
delivered to a short line or a switching road, if to be loaded for 
delivery on or movement via the home road, or 

“(d) Delivered empty to home road at any junction point, 
subject to Rule 5, or 

“(e) Delivered empty to road from which originally received 
under load at the junction where received, if such road is also a 
direct connection of the home road, or 

“(f) Returned empty to the delivering road when handled 
in switching service and owner is not a direct connection in that 
switching territory. 

“3. Foreign cars at home on other than direct connections 
must be forwarded to the home road loaded or empty. Under 
this rule cars may be: 

“(a) Loaded via any route so that the home road will par- 
ticipate in the freight rate, or 

“(b) Loaded in the direction of the home road, or 

“(c) Moved locally in an opposite direction from the home 
road, or delivered to a short line or a switching road if to be 
loaded for delivery on or movement via the home road, or to a 
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point in the direction of the home road beyond the road on 
which the cars are located, or 

“(d) Delivered empty to road from which originally received, 
at the junction where received, if impracticable to dispose of 
them under paragraph (a), (b) or (c) of this rule.” 


The code of car-service rules has only incidental and indirect con- 
nection with the payment for the use of cars. Its purpose is to secure 
the return of cars to the owning road by direct regulation, as con- 
trasted with the indirect pressure provided by the per-diem rate. 
The per-diem rules are well enough so far as they go, but the use of 
a railroad freight car in a time of active business is worth more than 
the per-diem rate of one dollar a day; and so long as this is true, a 
charge of one dollar will fail to bring equipment home unless supple- 
mented by more positive direction. The intent of the car-service 
rules is to supply this direction by requiring railroads to keep freight 
cars moving in the general direction of the home road after the 
original transportation for which they have been employed is 
accomplished. 

Reference to the per-diem rules will show that the same committee 
of the American Railroad Association that is charged with the admin- 
istration of the per-diem agreement is empowered to investigate 
suspected violations of the car-service rules and to prescribe appro- 
priate penalties. The car-service rules are more ancient than the 
penalties, but the latter, of course, make the enforcement of the 
rules easier. 


European Regulations for the Handling of Cars 


We have mentioned earlier in this chapter the convention for car 
interchange which is in force upon the continent of Europe. The 
name of the organization created by this convention is the Inter- 
national Car Union, and its membership includes the principal rail- 
ways of Austria, Belgium, France, Germany, Italy, Jugo-Slavia, 
Poland, Switzerland, and Czecho-Slovakia, as well as those of a num- 
ber of smaller countries. Meetings are held once in five years, and 
there is a permanent organization which sits continuously, although 
with slight powers. 

On the whole, the regulations for the handling of cars upon the 
continent resemble those in force in the United States. Like the 
American rules, the statutes of the International Car Union provide 
for per-diem rentals, car service, and car repairs. The car-service 
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rules are so similar to the American that no separate discussion of 
them is necessary. The per-diem rates are as follows: 


“*Fr. 0.80 for each of the three first days. 
“1.00 for each of the fourth, fifth, sixth, and seventh days. 
1.50 for each of the eighth, ninth, and tenth days. 
2.00 for each of the eleventh, twelfth, thirteenth, fourteenth, and 
fifteenth days. 
2.50 for each additional day.” 


These rates are lower than those in force in the United States, 
even after allowance is made for the smaller size of cars. As for 
repairs, the principle is laid down that repairs shall be performed 
by the owning road, except minor repairs designed to place a car in 
running condition. No list of prices is incorporated in the agree- 
ment, but there are provisions governing the requisition and shipment 
of repair parts by the owner of the car to the railroad when minor 
repairs are to be made.! 


Summary of Forms of Operating-coéperation Between Carriers 


We have now mentioned through billing, through rate-making, 
current practices in interline revenue settlements, the use of private 
cars, regulations regarding the repair of railroad equipment upon 
foreign lines, per-diem and car-service rules. These practices all 
imply extensive codperation between independent American rail- 
roads, and while the list of instances might be extended, enough 
examples have probably been presented to justify the statement, made 
at the beginning of the chapter, that the railroads of the country 
function, to a noteworthy extent, as a single railroad system in spite 
of the diversity of ownership of the different parts. There is, of 
course, something to be said upon the other side. Thus there is much 
wasteful cross and roundabout hauling which might be avoided if 
railroads were actually under a single ownership, and there is fre- 
quently uneconomic use of terminals. There is, again, costly dupli- 
cation of service by competing companies, involving the running of 
two or more trains between identical termini when only one is 
needed. Yet in spite of such qualifying facts, railroad operation in 
the United States is characterized, in general, by a smooth and will- 
ing codperation between railroad lines which is a distinct achieve- 
ment for American practice. 


1 Bulletin des transports internationaux, 1925, vol. xxxii, no. 12, p. 194. 
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American Railway Association 


The largest formal operating organization of railroads and railroad 
men is the American Railway Association. This society includes in 
its membership 594 railroads (on March 8, 1927), operating 323,355 
miles. Most of the participating lines lie in the United States, but 
there are members also in Canada, Cuba, Japan, Mexico, Philippine 
Islands, Porto Rico, and Yucatan. The present name of the Asso- 
ciation dates from 1891. The organization itself goes back to the 
so-called “time conventions” which met at least as early as May, 
1872. Time conventions were conferences of connecting or compet- 
ing railroads to consider changes in train schedules that affected more 
than one line, or to regulate “speed wars.” ‘There were changes and 
consolidations among these conventions, resulting finally in the com- 
bination, in 1886, of the largest two conventions, the General Time 
Convention of the northern roads, and the Southern Time Conven- 
tion operating south of the Ohio and Potomac, into an inclusive 
“General Time Convention,” comprising roads both north and south. 
This was the immediate predecessor of the American Railway Asso- 
ciation. The change of designation to the name now used came five 
years after the combination of 1886. 

The functions of the American Railway Association can be best 
expressed, first, by a reference to the more important things which it 
has done, and, second, by a list of its principal committees. 

Among the most important accomplishments of the Association 
have been the following: 

1. The adoption of a standard time. As a result of the initiative 
of the Association, the railroads of the United States and Canada, on 
November 18, 1883, put into practical operation a detailed system of 
standard time. 

Prior to that date every railway ran its trains by the local time of 
the city in which its headquarters were located or by some other arbi- 
trary standard. There were over fifty standards of time in use, 
differing from each other by odd numbers of minutes. On the day 
named, these were resolved into four standard times, based upon 
Greenwich meridian time, with differences of an even hour between 
them. This system has since been widely adopted outside of the 
railroad field. 

2. The formulation of standard codes of train signals, train rules, 
block-signal and interlocking rules, car-service, per-diem, and demur- 
rage rules, track-storage rules, rules governing the receipt, stowing, 
etc., of less than carload freight, switching-reclaim rules, etc., etc. 
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3. The approval of standard sections of rails, standard dimensions 
of box cars, standard heights of drawbars and location of hand holds, 
standard gauge of tracks, standard freight couplers, standard re- 
quirements for heating passenger trains, etc. 


Committees of the American Railway Association 


The work of the Association is carried on through seven grand 
divisions, each functioning by means of a number of committees. 
These divisions are as follows: 


“Division I—Operating. Includes committees on operating rules, 
grade crossing protection, and forms for reporting operating 
statistics, and the following sections: medical and surgical sec- 
tion (7 committees); protection section (5 committees); freight 
station section (11 committees besides sectional committees); 
safety section (5 committees); telegraph and telephone section 
(20 committees and 10 sub-committees). 

“Division II—Transportation. Works through 9 committees, in- 
cluding committees on car service, demurrage, and per diem. 

“Division I1I—Traflic. Four committees, including committee on 
standard containers and one on weighing and inspection of 
freight traffic. 

“Division 1V—Engineering. Includes construction and mainten- 
ance section (28 committees); electrical section (16 commit- 
tees); signal section (15 committees). 

“Division V—Mechanical. ‘Twenty-nine committees, concerned 
with the construction and repair of railroad equipment, safety 
appliances, fuel conservation, and locomotive utilization. 

“Division VI—Purchases and Stores. ‘Twenty-one committees. 

“Division VII—Freight Claims. Eight committees, including those 
on loss and damage rules, overcharge rules and freight claim 
prevention.” 

Mention should also be made of a Freight Container Bureau and 
of a Committee on Automatic Train Control which function under 
the American Railway Association but are not assigned to any 
division. 

Meetings are held annually, and technical matters of interest to 
members are thoroughly discussed. In so far as possible the Asso- 
ciation avoids contentious matters—at least matters in which the 
financial interests of members are likely to conflict. It follows in this 
respect the advice of its former president, Mr. H. S. Haines, and 
probably has this policy to thank for much of its success. 
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The scope and membership of the American Railway Association 
was considerably enlarged in 1919, and the Association has since 
pursued a policy of expansion., While there are still a few societies 
of operating men outside of its organization, its influence within the 
United States is unquestionably supreme, 


International Railway Association 


The only international association in which American railways are 
members, except in so far as the American Railway Association 
itself is international, is the International Railway Association. This 
organization was established in 1885, under the name of Inter- 
national Railway Congress Association, with the general purpose of 
promoting railway progress and development. Its activities were 
interrupted by the war, and the publication of its valuable bulletin 
was suspended. In 1918 the International Railway Congress Asso- 
ciation was terminated, its place being immediately taken by the 
present body, acting with substantially the same powers and pur- 
poses. 

The membership of the International Railway Association is now 
made up of railway administrations from thirty-five countries, in- 
cluding Great Britain, France, Italy, Spain, Portugal, Sweden, the 
Netherlands, Norway, Denmark, Switzerland, Greece, Greater Serbia, 
Rumania, and Luxemburg, in Europe, Argentine, Brazil, and Chile 
in South America, Japan, Mexico, and a number of small states in 
Central America and elsewhere. Before the World War Germany, 
Russia, and Austria-Hungary were members. 

The present headquarters of the Association are at Brussels. 
Meetings are held every five years, sometimes in one country, some- 
times in another. The last meeting (1925) was in London, Eng- 
land; the previous one (1922), in Rome, Italy. 


Through these meetings and through the Association bulletins a 
good deal is done to acquaint members with railway practice in other 
countries than their own, and the very considerable attendance at 
the sessions is evidence of their success. 
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CHAPTER 2AXTT! 


THE PROBLEM OF TERMINALS 


Peculiarities of the Railway Terminal Problem 


The peculiarities of the terminal problem arise, first, out of the 
difficulty and expense incurred in conducting traffic into, through, 
and around great cities, and, second, in the monopoly power which 
the possession of a unique and nonreproducible location gives to the 
common carrier which is so fortunate as to enjoy it. 

In the large city, the service of transportation competes for space 
with other intensive uses of land in two ways: first, it must displace 
other facilities in order to maintain the station and the yard, storage, 
or industrial tracks requisite for rail service; and second, it must 
occupy the city streets in seeking access to and egress from the 
points where the road haul begins. It is a common error to assume 
that transportation is finished when the “terminal” is reached. This 
is true only when the word is understood to mean place of utiliza- 
tion; the point usually called “terminal” marks rather a change in 
the character of the conveyance than a cessation of movement. 


Chicago 


Our largest city terminals in the United States are those in Chi- 
cago, St. Louis, and New York. 

The map which is reproduced on page 413 is taken from the report 
of the Chicago Railway Terminal Commission of 1915. It shows the 
tangled network of rail lines entering Chicago from the north, west, 
and south, and the tendency of these lines to facus in downtown Chi- 
cago, where the passenger stations and freight trains are placed 
adjacent to the business district. There is no natural barrier to be 
overcome, for the Chicago River, which alone might deserve such a 
designation, is bridged at so many points that it interferes but 
slightly with the flow of traffic; but there is evident danger of 
congestion. 


St. Louis 


The situation at St. Louis is even more involved than at Chicago 
because full railroad service is rendered at St. Louis on both sides 
of the waterway (the Mississippi River), along with a heavy inter- 
change across the waterway; whereas, at Chicago, the service is con- 
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fined to only one shore of Lake Michigan. The best recent dis- 
cussion of the terminal problem at St. Louis is to be found in a report 
submitted in 1922 by a committee of engineers, to the St. Louis 
Chamber of Commerce. The map shows the principal railroads 
entering the city and the interchange points in use in 1922. The 
complexities of terminal handling are suggested by the committee’s 
remark that trains were made up in more than forty individual classi- 
fication yards and that cars passing between railroads were inter- 
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changed at more than one hundred interchange points in the St. 
Louis terminal district. During the year 1926 there were approxi- 
mately 500,000 carloads of local traffic loaded and unloaded by 
industries on the terminal, and 2,600,000 loaded cars interchanged 
with connecting carriers. In 1927, at Chicago, the carload move- 
ments amounted to 21,000 cars per day. ; 


New York 


The map of New York Harbor illustrates the case of a terminal 
with controlling topographic peculiarities, which must, nevertheless, 
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provide facilities for the receipt, delivery, and transfer of a volume of 
freight and passengers which exceeds even that reported at Chicago 
and St. Louis. The center of business in New York is upon Man- 
hattan Island. With one exception, that of the New York Central 
Railroad, none of the rail carriers serving the city have rails upon 
Manhattan. One of them, the Baltimore and Ohio, operates a ter- 
minal in Staten Island, but most of them end upon the New Jersey 
shore, between Guttenburg and Constable Hook; where freight and 
passengers are transferred by lighter and ferry to Manhattan and 
to Brooklyn piers, and then, as necessary, by dray or by other sys- 
tems of intramural transportation, to their ultimate destinations. 
There are 13 railroads with terminals upon New York Harbor, of 
which eight have terminals in New Jersey, one in Staten Island, one 
in Manhattan Island, and three in Brooklyn in upper New York. 
Mention should be made also of g1 steamship lines engaged in 
foreign and 15 in local trade, which bring freight and passengers to 
New York for terminal delivery. 

These three cities, Chicago, St. Louis, and New York, are selected 
for special mention because they offer extreme examples of concen- 
tration of the business of carriage in congested population areas. 
Other terminal situations which differ from these only in degree are, 
however, to be found in many other communities, so that policies 
devised to overcome terminal difficulties are, in general, of consider- 
able economic importance. 


Competitive Principle Should Not Be Controlling 


The problem which confronts the line carrier at Chicago, St. Louis, 
or New York, or, indeed, at any of the larger cities, is partly a com- 
petitive one. It concerns, that is to say, the location of rail ter- 
minals at such points, and their operation in such fashion and at 
such rates as to attract as large a portion of the traffic entering, 
leaving, or passing through a population center to its rails as can be 
handled at a profit. But the larger problem is not competitive. It 
is rather that of handling a large and varied traffic under conditions 
of peculiar difficulty so that the high terminal cost of transporting ~ 
people and goods from outside the city through or to ultimate des- 
tination in the city, or in the reverse direction, may be controlled. 
The solutions to the two problems may be, but they frequently are 
not, identical; ultimately, however, the broader point of view must 
prevail. 
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Passenger Terminals 


The simplest form of rail terminal service is that provided for 
passengers, a statement which holds true in spite of the elaborate 
structures erected for advertising purposes in some cities or to gratify 
the zsthetic sense or the civic pride of the communities in which the 
terminals are placed. Passenger terminal service is simplified by 
the fact that passengers load and unload themselves, and also by the 
circumstance that intramural systems of local transportation are 
more fully developed for the carriage of people than for the carriage 
of goods. 

In the case of passenger movements, the fact that the terminal 
of the line haul carrier is not the final destination of the traffic 
which flows into it is more than ordinarily obvious, and this, per- 
haps, is the matter of most importance in determining the location 
and administration of such facilities. 

The so-called passenger terminal marks a change in method of con- 
veyance, as from rail to electric car, or from motor bus to pedestrian 
locomotion. The point at which this change takes place should be 
chosen so as to produce the greatest speed and economy for the pas- 
senger with respect to the total transit. In large cities it is generally 
impossible for the machine which accomplishes the line haul to 
deposit the individual within, say, a quarter of a mile from his 
destination. It is desirable, rather than to attempt this, to carry 
suburban passengers into the regular channels or arteries of the intra- 
mural scheme of transportation. It has been suggested in Chicago 
that all suburban trains should pass through a subway loop instead 
of stopping at any passenger terminal, or, which would accomplish 
the same purpose, that suburban steam trains be transferred to city 
elevated tracks at the circumference of the elevated system. It is 
to be doubted whether either of these suggestions offers a practical 
solution to the Chicago problem, but the fact that they are made, as 
well as the present success of the elevated, motor-bus, and of some 
rail lines which bring passengers into the city and deposit them at a 
great variety of unpretentious but convenient stations, indicates the 
character of the suburban service which gives best satisfaction in a 
congested district. 

Through passenger transportation differs from suburban in that 
the transfer involved is, ultimately, at least, a change from one sys- 
tem of long distance carriage to another system of the same type. 
Moreover, the convenience of outgoing passengers appears to demand 
a longer time to board the train and to get settled therein with their 
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baggage than is required for suburban traffic. The ideal here is prob- 


ably the union terminal, used by all through lines, with ample ac- 
commodation for the placing ‘of trains some time before the an- 
nounced hour of departure. In weighing the advantages of such a 
terminal, it must, nevertheless, be remembered that a very large 
proportion of passengers leaving through trains at cities like Chicago 
or St. Louis or New York does not go beyond the city immediately, 
but makes use before it leaves, of surface, elevated, or subway cars, 
cabs, buses, automobiles, or other conveyances. The through pas- 
senger station or stations should be convenient to these facilities and 
to the business or hotel or theater district to which the passengers 
resort, and need not be located with regard to the center of popula- 
tion of the city as a whole. 


Basis for Comparison of Passenger Terminal Facilities 


When the Interstate Commerce Commission considered the rela- 
tive merits of two sites for passenger terminals in Los Angeles, Cali- 
fornia, in the year 1925, comparison was made on the following ten 
points: 1 


1. Adequacy of site and the facilities which are to be provided 
thereon; 

2. Accessibility of the station from all portions of the city and 
suburbs by private vehicles, buses, and interurban lines; 

3. Convenience of the station to passengers and for the handling 
of baggage, express, and mail; 

4. Segregation of passenger and freight traffic; 

5. The effect of the station site as a barrier between parts of the 
city; 

6. Consonance of the plans with the civic plans of the city; 

7. New money cost of the total investment under the different 
projects; 

8. Relative expense of operation; 

g. Length of time necessary to carry out plans; 

10. Relative possibility of eliminating grade crossings. 


This enumeration will serve to summarize the discussion in the 
preceding paragraphs by indicating upon what, in a particular case, 
the attention of the parties was laid. 


1 Los Angeles Passenger Terminal Cases, 100 I. C. C. 421, 435, 1925. 
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Analysis of Freight Traffic 


Freight terminals are called upon to handle: 
(1) Through traffic; 

(2) Less than carload local traffic; 

(3) Carload local traffic. 


In October, 1920, the carloads of freight passing through the ter- 
minals at St. Louis were as follows: 


NUMBER OF CARLOADS OF FREIGHT HANDLED AT ST. LOUIS IN OCTOBER, 1920! 


East Side West Side Total 
Through carloads brought in by all lines for 


through movement. ....%..4.....6..5. 60,201 20,030 80,231 
Cars loaded at freight houses............. 6,060 TOn724 16,784 
Cars loaded at industries and team tracks.. 15,356 12,827 28,183 
Cars unloaded at freight houses........... Gn728 5,823 11,546 
Cars unloaded at industries and team tracks 22,838 30,970 53,808 


110,178 80,374 190,552 


About 42 per cent of the St. Louis traffic in the selected month 
consisted of through traffic. The balance either originated at or 
was destined to St. Louis itself. 

A similar but more recent analysis of traffic at Chicago reveals the 
following movement: 


CAR MOVEMENTS IN CHICAGO TERMINAL DISTRICT, 1925 2 


1. Loaded local car movements to and from industries. 


Cars 
Un DOUN GE Ree eek ton ete nition epee 6,000 
Pntramural tO Cuicaeo.. «oa. ace thon os eee es 3,000 
Outbound aero os he oh 3,000 
phOtall pect ea tee ah old aria Mie oeeras tener 12,000 


2. Loaded local car movements to and from freight houses and team tracks. 


ithown dees eee ee onthe inte cos otrs ceceniaas 2,000 
intramural ta Chicagone ran ein enso Ge ts asftteietes I ,000 
OUCHOUN GH aet en: ise poets ater renee s atenar ror 2,000 

AAV ell A foes Reni ceo sateen ea cie MERE eEn cheat 5,000 


1Smith, “The Railroad Freight Terminal Problem in St. Louis,” Proceedings of 
the American Society of Civil Engineers, vol. xlix, no. 7, September, 1923, p. 1477. 

2 Railway Age, March 7, 1925, p. 561. Through transfer movements are counted 
twice, once inbound and once outbound. In order to determine their relative impor- 
tance they should be counted only once, and, therefore, the total is divided by two, 
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3. Loaded through car movements transferred between railroads. 


| aul DOU pI a Weare cme SebSieric vz sueestam sae ag atide L 4,000 
Outbound, 4.002 or as ee eee ele 4,000 
G6) ol Oe PRR Eats 20 rk wy orth ponte BoE 8,000 
4,000 
a 


In the Chicago area in 1925, only 19 per cent of the car movements 
neither originated at nor was destined to points in the district. 


Through Traffic 


The data just presented suggests that the through freight traffic 
of our large cities constitutes less than half and probably a much 
smaller proportion of the whole which they receive. Of the three 
types of traffic mentioned, it is, also, that which presents in principle 
the least difficulty. This is partly because its volume is less than is 
the volume of local traffic, but also partly for the reason that through 
traffic makes no characteristic use of the facilities of an intermediate 
terminal, although, of course, it may sometimes be the subject of 
some manufacturing or commercial operation which has to be re- 
garded. Through traffic comes to a terminal because lines of com- 
munication lead through that terminal, not because the latter has 
any drawing power in so far as through traffic is concerned. The 
best way to treat it is to keep it out of the terminal altogether, 
which is, perhaps, best accomplished by the belt line, a railroad 
that encircles the town at some distance from the center, intersecting 
the converging main routes and making it possible to transfer freight 
from one route to another without entering the area of greatest 
congestion. ‘The sorting of incoming and outgoing freight under 
such a system is accomplished at one or more “clearing yards” where 
trains are broken up and cars are regrouped according to the rail- 
roads to which they are to be delivered. 


Freight Traffic, Local, Less Than Carload 


Less than carload local freight cannot be kept out of the terminals. 
One of the main functions of the terminal is, indeed, the receipt of 
traffic of this type from the transportation organizations which bring _ 
it to the city, the easy transfer of the freight to other types of con- 
veyances, and its final delivery to the ultimate consignee at his place 
of business or residence. There are several steps involved in this 
operation and a number of interesting questions arise. 

Generally speaking, the appliances for the intramural transporta- 
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tion of less than carload freight include the belt line, the subway, 
and the motor-truck. In New York, the presence of considerable 
bodies of water between Manhattan Island and the New Jersey 
and the Brooklyn shores permits the use of barges or lighters for a 
portion of the intramural haul, thus relieving the city streets... In 
Chicago, some use is made of the Chicago River, but more of the 
tunnel property of the Chicago Warehouse and Terminal Company. 
This independent company operates a narrow-gauge railroad system 
through a tunnel, seven and a half feet high and six feet wide, which 
extends under nearly all of the steets of the downtown district, 
and is connected by elevators with the freight floors of the railroad 
stations, as well as with a number of commercial houses and indus- 
tries, and with surface stations maintained by the tunnel company. 
The subway has never been profitable, but it performs a notable serv- 
ice in carrying freight in the most congested areas of the city. 


Trap Cars 

The name of “trap” or “ferry” is applied to a car placed at an 
industry or commercial house having a private siding and then 
loaded by a shipper with less than carload shipments, and hauled 
by a carrier to a local freight or transfer station for handling and 
forwarding of contents. It is also applied to a car loaded with less 
than carload shipments which is hauled to and placed upon the 
private track of an industry or commercial house by the carrier from 
a local freight or transfer station. Service of this type is usually 
rendered free of charge if a prescribed minimum is loaded into the 
car; if the stipulated minimum is not loaded, charges are named, usu- 
ally upon a per-car basis. 

Trap-car service was originally instituted in order to enable car- 
riers to compete for the less-than-carload business of firms which 
were at a distance from their freight houses in a city, although near 
to the freight house of some competing line. It has been continued 
partly because of the indirect advantage of relieving congested main 
freight stations, and the practice has been extended in certain in- 
stances. Such an extension occurs, for instance, when carriers 
establish freight substations at convenient points within their switch- 
ing limits, from which less than carload shipments are transported 
to main freight stations, or transfer stations, for the rehandling and 
forwarding of contents, thus multiplying the points at which rail- 
road service ends and other forms of transportation begin." 


1 Trap or Ferry Car Service Charges, 34 I. C. C. 516, 1915. 
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Truck Service in City Streets 


The greater part of local less-than-carload freight makes use of 
city streets, and it is there that carriers create most congestion. The 
crowding occurs, in the first place, because city thoroughfares are not 
planned to accommodate an extensive vehicular traffic and cannot 
be easily widened as such traffic grows. It occurs also because the 
business of city freight transportation is usually directed by a large 
number of independent and uncoordinated trucking companies. This 
leads to duplication of facilities and over-occupation of street space, 
and also to irregular and unplanned arrival of trucks at the rail 
freight houses. Railroad freight terminals must be larger under 
such a system than they would need to be if the rail carrier were not 
required to find storage space for a portion of their inbound freight. 
There is no question but that motor-truck service is immensely more 
efficient than the service that the old horse-drawn vehicles could 
supply for the handling of traffic to and from the rail; and the effi- 
ciency of modern service has grown with the adoption of special types 
of trucks, such as those equipped with demountable bodies, or trucks 
fitted to handle so-called “unit containers” to be transferred directly 
between motor-vehicle and railroad car without rehandling of the 
contents, or trucks with cranes for hoisting, or other special operating 
machinery. Developments of this character can be carried a long 
way with excellent results, while the superior size and power of the 
motor-truck as compared with its horse-drawn competitor itself 
gives it an advantage in the business we are considering. 

It is highly doubtful, nevertheless, whether the most efficient appli- 
ances that can be devised, within the limits of reasonable expenditure, 
will serve to meet the physical requirements of less than carload ter- 
minal handling in our largest cities, without an improved organization 
of intramural freight transportation. Fortunately, some steps have 
already been taken toward this end, and more may be expected. 


Off-track Stations 


Among the devices for accomplishing a better control of city move- 
ment is what is known as the “off-track station.” 

The best known instance of the use of “off-track stations” for the 
terminal delivery of freight is found in the city of St. Louis. The 
practice in St. Louis originated in 1906, when, for the first time, the 
rates to St. Louis, upon the west bank of the Mississippi River, were 
made the same as the rates to East St. Louis, upon the east bank, to 
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and from points in the territory east of the Mississippi and north of 
the Ohio River and outside a radius of one hundred miles from St. 
Louis. This rate adjustment increased the volume of traffic moving 
into St. Louis to such an extent that the terminal facilities of the 
city became unable to take care of it. Under these circumstances, 
the railroads connecting eastern points with East St. Louis arranged 
with transfer companies to open St. Louis stations in buildings not 
reached by the rails of any carrier, and to truck to and deliver at 
these stations freight which had reached St. Louis by rail. Subse- 
quently, the western lines which had rail terminals of their own in 
St. Louis made similar arrangements with the same transfer com- 
panies. The St. Louis rate was applied to the off-track freight sta- 
tion, as well as to the rail terminal in St. Louis, leaving only the 
drayage costs to and from the stations to be borne by consignees or 
shippers. The transfer companies quoted rates, and they collected 
charges on shipments and remitted the amounts to the rail carriers. 
They did not, however, make out bills of lading, but issued, instead, 
dray tickets which shippers could surrender to the carriers in ex- 
change for bills of lading. In 1923 the Columbia Transfer Com- 
pany handled approximately 50 per cent of the less-than-carload 
freight originating in or terminating at St. Louis and passing through 
the East St. Louis freight houses. It also handled a considerable 
tonnage of St. Louis business through its houses on the west side of 
the river and practically all of the less-than-carload freight inter- 
changed between railroads entering the St. Louis districts, the larger 
part of which crosses the river.? 


Method of Handling St. Louis Traffic 


A representative of the Columbia Transfer Company described 
its methods of operation in 1926 as follows: 


‘“‘We have [the representative testified] 370 semi-trailers and 97 
tractors, as well as some trucks. 

‘*There are almost four trailers to each tractor. These trailers are 
backed into the railroad platforms, and the freight is trucked direct 
from car onto the trailers, the trailers in that manner increasing the 
platform capacity of the railroad platform. 

**As soon as a trailer is loaded a tractor engages same and it is taken 
at once in the case of interchange [traffic] to the outgoing line where the 
freight is unloaded, checked, and receipted for. 

‘*In the case of city freight, it is taken to the off-track station nearest 


1St. Louis Terminal Case, 34 I. C. C. 453, 456, 1915. 
2 Ratlway Age, June 20, 1923, p. 1690. 
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to which the consignees are located having freight with which that trailer 
is loaded. At each one there is filed routing instructions by the different 
consignees who receive any quantity of freight at all, indicating at what 
depot they desire to receive their freight. . . . The trailers are 
moved under a dispatching system handled from offices in St. Louis and 
East St. Louis: 

‘In the case of the outbound freight from the St. Louis shippers, it 1s 
brought to the off-track freight station by the shippers. 

‘‘Under the same dispatching system previously ene gued the 
freight is transferred from these outbound stations to the outgoing rail 
lines. The different freight depots, rail freight depots, at East St. Louis 
and St. Louis are from one to three miles apart. The running time 
of the tractor-trailer equipment between these stations 1s on an average 
fifteen minutes. It will therefore be seen with what dispatch this 
freight is handled.” ! 


Off-track Stations in New York 


A system somewhat similar to that in use in St. Louis has been 
operated during the past few years by the Erie Railroad in New 
York. The rail terminal of the Erie is in New Jersey and its ordi- 
nary delivery to Manhattan Island is by lighter to New York piers. 
The Erie has, however, established three inland stations located at 
various points in New York in conjunction with warehouses operated 
by the United States Trucking Corporation, or its subsidiary, the 
Independent Warehouses, Inc. Under prior arrangement made be- 
tween the trucking company and the consignee, freight which is un- 
loaded onto the trucks of the transfer company is either delivered 
direct to the warehouse of the consignee or, at his option, to one of 
the inland station warehouses to which New York rates apply, just 
as the St. Louis rates apply to and from designated off-line ware- 
houses in the City of St. Louis. The same system applies for move- 
ment in the reverse direction. Goods may be stored indefinitely in 
the inland warehouses at the usual warehouse rates and at con- 
signee’s expense and liability. The cost of trucking to the off-line 
warehouses under this plan is absorbed by the railroad, which thus, 
in effect, decentralizes its terminals without the necessity of large 
construction expenditures, while the cost of trucking between the 
warehouse and consignee’s place of business remains, as before, 
with the consignee.” 

There are indications that this form of terminal delivery will grow, 
although it is not yet common. 


1 Motor-bus and Truck Investigation, sup. cit., pp. 4565-4567, testimony Keene. 
2T. C. Powell, in Municipal and County Engineering, August, 1925. 
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Store-door Delivery 


Under both the trap car or the “off-station” system, the rail car- 
rier accepts and assumes responsibility for delivery of freight at 
points considerably removed from freight houses where the line haul 
ends. The system of store-door delivery is a logical extension of 
this practice. 

Store-door delivery has been standard in England for all except 
the heavier classes of goods—coal, iron, cement, etc.—for many 
years. Inbound freight is checked from car to platform, trucked to 
dray loading section, loaded and checked into railway drays or 
motor-trucks, and then sent out, over scales, into the town for deliv- 
ery. Outbound freight is collected at consignee’s door and follows 
a reverse procedure until loaded into the railway car. The railway 
companies’ cartage vehicles collect and deliver 80 per cent of the 
miscelianeous goods traffic passing through their terminals. 

In Canada, a similar service is operated by the rail carriers under 
contracts or agreements with teaming companies acting as their 
agents. This service applies to traffic rated in the Canadian classi- 
fication as fifth class or higher, less than carload and carload, with the 
exception of bulk freight or articles weighing 2,000 pounds or over 
per piece or per package.” 

In the United States, store-door delivery is standard for parcel 
post and for express. traffic, and store-door collection has been avail- 
able to shippers of a limnited number of commodities, through the 
activity of “forwarding companies” which collect less than carload 
shipments, consolidate them into carloads and present them to the 
line haul carriers at the railroad terminals for carriage at the carload 
rate. In at least two cases, moreover, railroads have undertaken 
store-door delivery upon their own account. One of these cases is 
that of the service established in Baltimore in 1867 by the old Phila- 
delphia, Wilmington, and Baltimore Railroad and continued when 
that company was absorbed by the Pennsylvania Railroad in 1881. 
Similar facilities were also afforded at Baltimore, at one time or 
another, by the Baltimore and Ohio and competing water lines.® 

A second instance of record is that at Washington, D. C., estab- 
lished by the Pennsylvania Railroad in 1883. In each case the pur- 
pose of providing store-door delivery was to relieve congestion at the 


1 Railway Age, February 2, 1924, p. 321. 

2 Railway Age, July 5, 1924, p. 30. 

3Merchants and Manufacturers Association v. Baltimore and Ohio R. R. Co., 3o 
1 (Gp (Os SS OL 
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railroad terminal. In 1913 the Pennsylvania attempted to withdraw 
the service at Washington, owing to increased expenses 1n connection 
with it, and to insistent agitation for its extension to other com- 
munities,! but was refused permission in view of the continuance of 
store-door delivery at Baltimore. The result was the elimination of 
the service at both places.? 


Advantages of Store-door Delivery 


The advantages of store-door delivery are two: first, it enables the 
railroad to clear its freight houses promptly of incoming freight, 
and, second, it makes it possible to obtain a higher load efficiency in 
road vehicles by scientific loading and routing, with the result that 
traffic congestion upon the streets is likely to be reduced. A third 
advantage sometimes mentioned is that store-door delivery will per- 
mit the railroad to distribute less than carload freight by truck from 
inexpensive locations upon the outskirts of the congested area instead 
of bringing freight of this description to freight houses in the heart of 
town. The shipper who furnishes his own cartage naturally wishes 
his freight accepted or delivered at the station which is nearest to his 
industry. With store-door delivery, the shipper cares little where his 
traffic leaves the rail. This third advantage, however, is a some- 
what doubtful one from the community standpoint, as the traffic 
formerly moving to the center of the city by rail is now thrown upon 
the city streets. The balance of gain or loss can only be determined 
by careful study of each individual case. 


Disadvantages of Store-door Delivery 


The most obvious disadvantages of store-door delivery are that it 
will bring the railroad into direct conflict with influential trucking 
interests in the great cities, and that it will deprive the shipper of 
the period of forty-eight hours’ free storage which he now enjoys 
at the railroad freight house in the case of incoming goods. The 
first of these objections probably deserves little attention, but the 
second has some force. Certainly, if the consignee is required to 
construct the storage space which formerly the carrier provided, he 
may expect a concession in the rates on this account, or, at best, some. 
equivalent advantage to offset his loss. 


1 Washington, D. C., Store-Door Delivery, 27 I. C. C. 347, 1913. 

’ Merchants and Manufacturers Association v. Baltimore and Ohio R. R., sup. cit. 
Judd and Detweile v. Baltimore and Ohio R. R., 30 I. C. C. 455, 1914. The Boston 
and Maine Railroad has recently inaugurated a store-door delivery service in Boston, 
Lowell, and Lawrence, Massachusetts. 
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Attitude of Carriers and Shippers 


Generally speaking, the attitude of both shippers and carriers, 
with respect to store-door delivery, is friendly, but cautious. 

Among the most carefully considered pronouncements by the for- 
mer is that of the Atlantic States Shippers’ Advisory Board in 1924. 
This board unanimously approved a report of one of its committees 
which commented favorably upon the possibilities of a store-door 
delivery plan, but declared that the principles named below must 
be observed if the system was to be successful: 


1. The service must be optional. 

2. The carrier must assume full responsibility to and from the * 
store door. 

3. The cost of store-door delivery should be borne by shippers and 
receivers. 

4. The trucking charge must be just and reasonable—z.e., at least 
as low as the present cost to shipper or consignee. 

5. Store-door delivery should be established gradually. 

The carriers’ point of view, on the other hand, is expressed in a 
report based upon observations made by a group of prominent rail- 
way officials while attending the sessions of the International Rail- 
way Congress in London in 1925. The conclusions of these carrier 
representatives with respect to store-door delivery were as follows: 


1. Cartage service should be limited in the beginning to the haul- 
ing of freight traffic (except perishable) which is handled over freight- 
station platforms. 

2. Delivery limits should be established and zoning of the delivery 
area determined whenever conditions require. 

3. Such costs of service should be determined as will form the 
basis for an average rate to apply to collection or delivery on each 
of the different railroads involved, within designated limits. 

4. As an ultimate objective, a shipper or receiver accepting cartage 
service of a railway should do so on a 100-per-cent basis. 

5. In all places served by more than one station, the cartage plan 
should be developed with a view to reducing the number of receiv- 
ing and delivering operations. 

6. The development of cartage service should not be allowed to 
alter the competitive situation as it applies to different roads." 


1 Railway Age, October 17, 1925, Pp. 7OI. 
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Carload Local Traffic 


We now come to the last class of freight passing through city 
terminals—local carload traffic. Railroad freight originating at or 
destined to a terminal in carload quantities may be placed upon 
a public track accessible to trucks and may be subsequently handled 
much as less than carload freight is handled, except that the shipper 
or consignee, not the carrier, does the work. This is, however, a 
clumsy method. In the greater number of cases, the cars con- 
taining freight are placed upon private tracks built at the industries’ 
expense and operated sometimes by the carrier and sometimes by 
locomotives owned by the industry. 

Paragraph 9 of Section 1 of the Interstate Commerce Act reads 
as follows: 


“Any common carrier subject to the provisions of this Act, 
upon application of any lateral, branch line of railroad, or of 
any shipper tendering interstate traffic for transportation, shall 
construct, maintain, and operate upon reasonable terms a switch 
connection with any such lateral, branch line of railroad, or 
private side track which may be constructed to connect with its 
railroad, where such connection is reasonably practicable and 
can be put in with safety and will furnish sufficient business to 
justify the construction and maintenance of the same; and shall 
furnish cars for the movement of such traffic to the best of its 
ability without discrimination in favor of or against any such 
shipper. If any common carrier shall fail to install and operate 
any such switch or connection as aforesaid, on application there- 
for in writing by any shipper or owner of such lateral, branch 
line of railroad, such shipper or owner of such lateral, branch 
line of railroad may make complaint to the Commission, as 
provided in section thirteen of this Act, and the Commission 
shall hear and investigate the same and shall determine as to 
the safety and practicability thereof and justification and rea- 
sonable compensation therefor, and the Commission may make 
an order, as provided in section fifteen of the Act, directing 
the common carrier to comply with the provisions of this section 
in accordance with such order, and such order shall be enforced 
as hereinafter provided for the enforcement of all other orders 
by the Commission, other than orders for the payment of 
money.” 


This paragraph of the Interstate Commission law gives to the 
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Commission power to require a rail carrier to install a switch track 
connection, under certain circumstances and subject to certain limita- 
tions. It does not enable the Commission to force a carrier to build 
a side track upon private land, even when the shipper is prepared 
to share in the expense,! but it does make it possible for an in- 
dustry which builds a spur track up to the railroad right of way to 
demand a connection with the main track and a reasonable operating 
service.” In most cases, however, no compulsion is needed, for 
the carrier which uses a spur thereby enlarges its terminals at slight 
expense, while at the same time it attaches the industry to itself in 
such a way as to give it a great advantage in soliciting the industry’s 
traffic, both inbound and outbound. 


Car Demurrage and Other Minor Problems 


Traffic delivered at an industry spur or siding makes no use of 
the city streets and does not, therefore, give rise to the peculiar prob- 
lems which characterize team track or less-than-carload railroad ser- 
vice. This does not mean, of course, that such traffic is not subject 
to terminal delay, occasioned either by slowness of shipper or con- 
signee in loading or unloading cars or by inadequate trackage or poor 
facilities of the carrier for the sorting and placement of cars. Nor 
is the question of the rates to be charged upon such traffic free from 
difficulty. Car demurrage tariffs filed with the Interstate Commerce 
Commission and with state railroad commissions provide penalties 
for shipper’s or consignee’s delay in excess of a period of free time, 
usually forty-eight hours. These tariffs are of long standing and 
are accepted as correct in principles by all concerned. ‘The Inter- 
state Commerce Commission has ruled, also, that delivery at an in- 
dustry spur within city switching limits is of the same nature as 
delivery at a team track or freight house,* and is covered by the 
published rates, a rule which disposes of another aspect of the case. 
Questions of discriminating treatment still occur, such as those re- 
ferred to in Chapter XVIII, and when industrial tracks are extensive, 
or special service is needed, there is sometimes difficulty in determin- 
ing just where the carrier’s obligations of service end and where 


1 Ralston Townsite Company ». Missouri Pacific Railway, 22 I. C. C. 354, 1912. 

2 The “lateral” or “branch” line which is authorized to apply for a connection must 
be a genuine branch or feeder, not a competing company masquerading as a branch in 
order to gain access to points upon a carrier’s main line. United States v. Baltimore 
and Ohio Southwestern Ry., 226 U. S. 14, 1912. 

3 Associated Jobbers of Los Angeles v, Atchison, Topeka, and Santa Fe Ry. Co., 18 
InCaGasiosiore: 
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additional charges may properly be imposed. These matters lead 
to a more detailed consideration of traffic and regulatory practice than 
it is the purpose of this treatise to supply, and they will be, accord- 
ingly, passed by. 


Open v. Closed Terminal 


The pressing problem of general policy with reference to the ad- 
ministration of freight terminals for carload traffic is not one of detail. 
It is whether freight terminals in our large cities shall be operated as 
a unit or whether, in each city, the individual and competitive ad- 
vantages of each rail carrier shall be preserved. 

The shipper insists upon what he calls an “open terminal.” He 
wishes, that is to say, to ship across country by whatever railroad 
line he cares to choose, and to secure terminal delivery at a reason- 
able rate at any point with which his chosen route has a physical 
connection. The railroad’s point of view is different from this; while 
the carriers which possess poorly located terminals or lack access 
by their own rails to traffic-producing industries advocate reciprocity, 
the better-placed systems regard their advantages in terminal loca- 
tion as legitimate weapons to be used in the solicitation of traffic. 
To put the matter concretely, the railroad which operates an ad- 
vantageous terminal desires to secure for itself the longest possible 
line haul of all consignments which originate upon or are destined 
to locations upon its tracks. 


Reciprocal Switching 


There are two ways by which a terminal may be “opened.” One 
way is to establish a practice of reciprocal switching. Under this 
plan, the railroads entering a city retain, each in general, the owner- 
ship of their terminal properties, but undertake to accept any cars 
tendered to them at junction points and place them upon any of 
their team tracks or industry spurs which may be designated by 
shipper or consignee. A policy of reciprocal switching is most effec- 
tive when a city is surrounded by a “belt line” which touches the 
rails of all incoming carriers, although it is not entirely dependent 
upon such facilities. 

The most developed use of belt line railroads in connection with 
reciprocal switching in the United States is at Chicago, where the 
Chicago and Western Indiana, the Belt Railway of Chicago, the 
Baltimore and Ohio Chicago Terminal, the Chicago Junction, the 
Indiana Harbor Belt, the Elgin, Joliet, and Eastern, and the Illinois 
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Northern Railroad operate trackage connecting the Chicago main- 
line railroads, that make it possible to reach any rail location in the 
city from any point on any railroad either within or without the 
city limits. 

Certain of these roads also operate “universal freight stations” 
which extend, to a limited extent, the advantages of the open terminal 
to less than carload freight. 

A “universal” station is one at which freight is accepted for de- 
livery upon the line of any connecting carrier. At Chicago, the 
Chicago and Western Indiana and the Belt Railway of Chicago 
operate two universal less-than-carload freight stations at Chicago, 
one at Cragin and one at Clearing, which handle both inbound and 
outbound freight for all railroads; the Baltimore and Ohio Chicago 
Terminal operates the Sears station, which handles outbound less- 
than-carload freight only, for all roads; the Chicago Junction Rail- 
way and its operating company, the Chicago River and Indiana, 
operate four universal stations which handle outbound less-than-car- 
load freight for all railroads, and one of these also handles inbound 
less-than-carload freight for eastern railroads; the Manufacturers’ 
Junction Railway operates a universal freight station at Hawthorne, 
which handles both inbound and outbound freight for all railways; 
and the Illinois Northern Railway operates what is called the Mc- 
Cormick station, which handles both inbound and outbound freight 
for all railroads. These facilities are in addition to the tunnel sys- 
tem of the Chicago Warehouse and Tunnel Company and to the 
lighters of the Merchants’ Lighterage Company referred to in earlier 


pages of this chapter. 
Unified Terminals 


A second way to open a terminal is to place the operation and, 
perhaps also, the ownership of terminal properties in the hands of 
a separate company which may be municipally controlled, as in the 
case of the belt railroads at San Francisco and New Orleans, or may 
be controlled jointly by all of the rail carriers which enter the city, 
as at St. Louis and Kansas City. The best known organization 
of this sort is probably the Terminal Railroad Association of St. 
Louis, which serves 28 railroads and about 1,100 industries located 
upon both sides of the Mississippi River. The St. Louis ‘Terminal 
Association operates a union passenger station, used by all the rail- 
roads, and provides extensive interchange freight yards, less than 


1 Railway Review, September 20, 1924, p. 428. 
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carload freight houses, and train yards for carload freight, together 
with still other facilities which supplement the terminal yards and 
facilities of the individual roads. 


Operation and Ownership of St. Louis Terminal 


At the present time, railroads break up their inbound trains at 
St. Louis and classify their inbound freight in their own yards for 
delivery, (a) on their own rails; (b) to other railroads with which 
they have direct connections; (c) to one or more of the three trans- 
fer agencies of the Terminal Railroad Association; vz., Wiggins 
Ferry Co., St. Louis Merchants’ Bridge Terminal Railway Company, 
and the Tunnel Railroad; and (d) to other transfer agencies, such 
as the Alton Southern and the Venice and Coundelet Belt of the 
Southern Railway. 

With the exception of some freight interchanged in St. Louis that 
does not cross the river, and certain live and perishable freight, these 
three agencies of the Terminal Railroad Association take the cars 
from their connections west of the river to their principal clearing 
yards on the East Side, or vice versa, where they are again classified 
for delivery to other roads and to industrial districts on the Terminal 
lines. Cars are then handled in direct transfer movements between 
these yards and the interchange tracks of the individual railroads, 
and from these tracks they are taken by the receiving roads and again 
classified for movement beyond in road trains and for local de- 
livery. 

The Terminal Railroad Association is owned and controlled by the 
fifteen principal railroads entering St. Louis. These companies agree, 
under contract, to pay sufficient tolls to cover interest, taxes, rentals, 
and other charges, each company contributing its proportion, to the 
extent of one-fifteenth, to make up any deficiency. The Association 
leases two out of the three bridges across the Mississippi River at 
St. Louis, and provides facilities used in switching, interchanging, 
receipt, and delivery of railroad cars within city limits.? Its presi- 
dent estimated, in 1927, that about half of the carloads originating 
at or destined to St. Louis were loaded or unloaded on the tracks 
of the Terminal Railroad Association and about half on the tracks 
of individual carriers. 


1E. E. R. Tratman, Engineering News Record, March 4, 1926, p. 354. 

2 Poor’s Manual, 1926, Railroad Section. See the Kansas City Terminal Railway 
Company and the Norfolk Belt Line Railroad for other instances of terminal prop- 
erties controlled by a number of interested railroads. 


-_ 
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Legality of Unified Terminals 


There is, of course, some question as to the legality of terminal 
unification of the St. Louis type, but after consideration, this con- 
solidation has been approved by the courts. The first case was in 
1904, when the supreme Court of Missouri ruled that the consolida- 
tion of the Terminal Railroad Association of St. Louis with the Mer- 
chants’ ‘Terminal Company—a merger which consummated the con- 
trol over St. Louis terminal facilities which the former now enjoys— 
was not contrary to the constitution or statutes of the state of 
Missouri. 

In 1912, the Supreme Court of the United States held that the uni- 
fication of the terminal facilities of railroads centering at St. Louis 
was in violation of the Sherman Anti-Trust Act of 1890, but it took 
pains to say that this decision was based upon certain peculiarities 
in the terms upon which the St. Louis terminal properties were held 
together, not upon the inherent illegality of the whole arrangement, 
and it prescribed a reorganization only, and not a dissolution, to 
satisfy the law. According to the Supreme Court, the reorganization 
should provide: 

1. For the admission of any existing or future railroad to joint 
ownership and control of the combined terminal properties, upon 
just and reasonable terms; 

2. For the use of the terminal facilities by any other railroad not 
electing to become a joint owner; 

3. For the elimination of any provision in the agreement between 
the Terminal and its proprietary companies which should restrict 
any of the latter to the use of the facilities of the Terminal Company; 
and, 

4. For the removal of certain specified abuses in administration 
of the St. Louis Terminal and the judicial settlement of future dis- 
putes between the Terminal and proprietary companies and new 
applicants who desired terminal privileges.” 

The specifications of the highest court were met by a reorganiza- 
tion agreement dated September 21, 1914, so that the useful life 
of the Terminal Association was continued. 


Disadvantages of Unified Terminals 
The arguments against the establishment of unified terminals are 
the following: 


1 State v. Terminal Association of St. Louis, 81 Southwestern Reports, 395, 1904. 
2 United States v. Terminal Railroad Association of St. Louis, 224 U. S. 383, 1912; 
Ibid., 236 U.S. 194, 1915. 
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1. A single terminal will not, as is sometimes assumed, enable any 
shipper to deliver his freight at the nearest freight station, no matter 
what its final destination may be, as he is able, for instance, to drop 
a letter into the nearest mail box. The cost of switching and of 
handling and rehandling freight would be so great under such a sys- 
tem as to compel some classification of receiving stations according 
to the destination of freight which leaves the terminal. 

2. Joint operation may be inefficient operation. It is argued that 
railroads which now own terminal facilities cannot transfer title to 
a new company because such properties are usually owned by a 
variety of long-term mortgages. The most that can be accomplished, 
according to this point of view, will be a series of long-term leases, 
and the joint selection by the interested parties of a manager to 
operate as an agent for all the railroads entering a given city. This, 
it is said, will make for extravagance, because of the relative indif- 
ference of each participating road to economies, the results of which 
are divided among a number of carriers. 

3. Unification of terminals deprives companies which have ac- 
quired ample and well-placed terminal properties of the advantage 
due to their foresight. 

4. The merger of terminals will reduce competition because a large 
portion of this competition takes the form of rivalry between carriers 
in offering good terminal facilities and in prompt handling of traffic 
through terminals. 


Advantages of Consolidated Terminals 


The advocates of unified terminals argue that they are not a device 
for restraining competition, but a most effective method of promot- 
ing competition, as well as for minimizing the expense of handling 
city freight business. Speaking of the St. Louis situation, the Su- 
preme Court of Missouri observed: 


“We gather from the information that all along the lines of 
the terminal tracks intersecting the city from north to south, 
from east to west, and belting it on the west, there are manu- 
facturing and other business concerns with switch tracks or spurs 
into their premises which enable the shipper to load the cars 
on the switch tracks on his premises, and have them delivered 
to any railroad that reaches the city. A more effectual means 
of keeping competition up to the highest point between parallel 
or competing lines could not be devised. The destruction of 
the system would result in compelling the shipper to employ the 
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railroad with which he has switch connection, or else cart his 
product to a distant part of the city at a cost possibly as great 
as the railroad tariff. 

“St. Louis is a city of great magnitude, in the extent of its 
area, its population, and its manufacturing and other business. 
A very large number of trunk-line railroads converge in this city. 
In the brief of one of the well-informed counsel in this case 
it is said that St. Louis is one of the largest railroad centers in 
the world. Suppose it were required of every railroad company 
to effect its entrance to the city as best it could, and establish 
its own terminal facilities; we would have a large number of 
passenger stations, freight depots, and switch yards scattered 
all over the vast area, and innumerable vehicles employed in 
hauling passengers and freight to and from those stations and 
depots. Or suppose it became necessary, in the exigency of 
commerce, that all incoming trains should reach a common focus, 
but every railroad company provide its own track; then not 
only would the expense of obtaining the necessary rights of 
way be so enormous as to amount to the exclusion of all but a 
few of the strongest roads, but, if it could be accomplished, the 
city would be cut to pieces with the many lines of railroad inter- 
secting it in every direction, and thus the greatest agency of com- 
merce would become the greatest burden.” ? 


The arguments for the unified terminal are clearly expressed in 
the quotation given above, so far as the economics of terminal loca- 
tion and operation are concerned. It needs only to be added that 
a unified terminal also prevents the discrimination which exists when 
the interchange of cars between industries on the same switching 
road is made at a single service charge, while the charge is higher 
for industries on separate switching roads for the reason that the 
cars pass over two or more railroads and the rates reflect what is 
alleged to be a higher cost. 


Authority of the Interstate Commerce Commission to Require 
the Opening of Terminals 


The Interstate Commerce Commission has been asked in a num- 
ber of cases to compel carriers with advantageously located city 
trackage to accept carload freight from their connections at or near 
their terminals. Complainants who desire “open terminals” point 
to the carriers’ statutory duty to furnish transportation upon reason- 


1 State v. Terminal Association, 81 Southwestern 395, 398, 1904. 
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able request and to afford facilities for the interchange of traffic. 
They invoke, in particular, the power of the Interstate Commerce 
Commission to establish through routes and rates and its general 
authority over terminals as part of the transportation plant subject 
to the Act to Regulate Commerce. Prior to 1920, however, the 
Commission’s authority was limited in two ways. 


Authority of Interstate Commerce Commission to Establish 
Through Routes 


In the first place, Section 15 of the Interstate Commerce Act, which 
authorizes the Commission to require the establishment of through 
routes, also provides that the Commission shall not require any car- 
rier by railroad, except temporarily in case of emergency, without 
its consent, to embrace in such route substantially less than the 
entire length of its railroad which lies between the termini of the 
proposed through route, unless such inclusion of lines would make 
the through route unreasonably long as compared with another prac- 
ticable through route which might be established. 

This limitation may be illustrated by a diagram: 


A No.l y 


Railroad No. 1 extends from A to X and from A to Y. Traffic 
originating at A on Route No. 1 will normally be delivered to Route 
No. 2 at X, not at Y, and traffic in the reverse direction originating 
on Route No, 2 at B, will normally be delivered to Route No. 1 at 
Y, not at X. In so far, there is no mention of terminals, but a termi- 
nal situation is involved if X and B lie in a single switching district 
and Route No. 1 endeavors to make use of its rival’s facilities for 
delivery at B while retaining for itself the line haul from A to X. 
Such facts as these were, for instance, present in the leading Waverly 
Oil case,’ a hotly contested bit of litigation before the Commission in 


1 Waverly Oil Works Co. v, Pennsylvania R. R. Co., 28 I. C. C. 621, 1913. 
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which complainant, a shipper located upon the Pennsylvania Railroad 
in Pittsburgh, desired to move his consignments to and from Pitts- 
burgh on other lines, but to make use of Pennsylvania facilities at the 
terminal itself. For such a purpose, the authority of the Interstate 
Commerce Commission to establish through routes will not suffice. 


Joint Use of Terminals 


A second limitation to the power of the Commission over the 
terminal situation in the United States before 1920 lay in a proviso 
to the very section of the Interstate Commerce Law which required 
all carriers subject to its provisions to afford all reasonable, proper, 
and equal facilities for the interchange of traffic between their re- 
spective lines. This explicit mandate, which apparently left wide 
discretion to the Commission and to the courts in enforcing reason- 
able practices of interchange at terminals, was itself, prior to 1920, 
qualified by a proviso to the effect that the law should not be con- 
strued as requiring any common carrier to give the use of its tracks 
or terminal facilities to another carrier engaged in like business. 

It is possible that the proviso just quoted should have been inter- 
preted to apply only to the physical use of one carrier’s tracks or 
terminal facilities by the power, equipment, or employees of another 
carrier. Commissioner Hall argued at one time for such an interpre- 
tation,’ and there was some judicial support for his position,” but he 
was unable to convince his colleagues. 


Interpretation of the Law 


What the Interstate Commerce Commission did say was that there 
was nothing sacred about a railroad terminal. ‘The terminal tracks 
of a railroad might be put to the purpose of legitimate transportation 
for the benefit of the public just as its main line was so employed. 
A belt railroad might not close its line on the theory that it is private 
property, nor might a railroad interchange traffic with one connec- 
tion and refuse to do so with another when conditions were sub- 
stantially the same.” The Supreme Court has distinguished between 


1 Louisville Board of Trade v. Louisville and Nashville R. R. Co., 40 I. C. C. 679 

693, 1916. 
net Trunk Ry. v. Michigan Ry. Commission, 231 U. S. 457, 1913; Pennsyl- 

vania Co. v. United States, 236 U. S. 351, 1915. See, contra, Louisville and Nash, 
ville R. R. Co., v. Central Stock Yards Co., 212 U. S. 132, 1909. 

3 Waverly Oil Works, sup. cit. 

4 Peoria and Pekin Union Case, 26 I. C. C. 226, 1913. 

5 City of Nashville v. Louisville and Nashville R. R. Co., 33 I. CAC Gacse Tors 
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the case when a railroad insists upon its statutory immunity and 
that when it voluntarily throws its terminal open to many branches 
of traffic. When the railroad follows the latter policy, it must avoid 
discrimination between its patrons.’ 

Yet these are general phrases, and when the Commission was 
confronted in 1916 with a refusal of the Louisville and Nashville 
Railroad to switch traffic originating at or destined to points on the 
Louisville and Nashville which was offered by connecting lines at 
Louisville, Kentucky, or was intended for delivery to connecting lines 
at Louisville, it refused to interfere. ‘“We cannot believe,” said the 
Commission, “that the law was intended to mean that a competing 
rail line may now be built between important commercial centers, 
served by a railroad long established and possessing adequate and 
valuable terminals at both points, and ‘by making a physical con- 
nection . . . at an arbitrary point near its terminus’ be accorded the 
right of access to those terminals for originating and delivering freight 
hauled by it and which the carrier owning the terminals is not only 
prepared but anxious to carry at rates and under rules and regula- 
tions that are subject to all of the requirements and restrictions of 
the act.” 2 


Amendment of 1920 


It is only since 1920 that the power of the Interstate Commerce 
Commission over railroad terminals has been enlarged by the elimi- 
nation of the qualifying proviso to Section 3 and by the addition 
to the Act of the following explicit grant of authority: 


“If the Commission finds it to be in the public interest and to 
be practicable, without substantially impairing the ability of a 
carrier owning or entitled to the enjoyment of terminal facili- 
ties to handle its own business, it shall have power to require 
the use of any such terminal facilities, including main-line track 
or tracks for a reasonable distance outside of such terminal, of 
any carrier, by another carrier or other carriers, on such terms 
and for such compensation as the carriers affected may agree 
upon, or in the event of a failure to agree, as the Commission 
may fix as just and reasonable for the use so required, to be 
ascertained on the principle controlling compensation in con- 
demnation proceedings. Such compensation shall be paid or 

1 Louisville and Nashville R. R. Co. ». United States, 238 U. S. 1, 1915. 


? Louisville Board of Trade », Louisville and Nashville R. R. Co., 40 I. C. C. 679, 
690, 1916. 
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adequately secured before the enjoyment of the use may be 
commenced. If, under this paragraph the use of such terminal 
facilities of any carrier is required to be given to another car- 
tier or other carriers, and the carrier whose terminal facilities 
are required to be so used is not satisfied with the terms fixed 
for such use, or if the amount of compensation so fixed is not 
duly and promptly paid, the carrier whose terminal facilities 
have thus been required to be given to another carrier or other 
carriers shall be entitled to recover, by suit or action against 
such other carrier or carriers, proper damages for any injuries 
sustained by it as the result of compliance with such require- 
ment, or just compensation for such use, or both, as the case 
may be.” 


Under the Transportation Act of 1920, the Commission may re- 
quire a common carrier subject to the Act to grant the use of its 
track or terminal facilities to another carrier subject only to two 
requirements: (1) that the use is in the public interest; and (2) 
that it is practicable without substantially impairing the ability of 
the first carrier to handle its own business. ‘The Commission has 
considered the exercise of its new powers on several occasions, so 
far of secondary importance. It holds that it has no authority to 
require carriers to construct a union station.’ It has twice refused 
to compel a railroad to enter into reciprocal switching agreements,” 
and once it has required a carrier to switch a competitor’s cars into 
its terminals against its will.4 There has been, as yet, no general 
appeal to the Commission’s powers under the amended section, possi- 
bly because complainants are restrained by the prospect of compensa- 
tion ascertained upon the principles which control in condemnation 
proceedings. Some doubt is also expressed regarding the constitu- 
tionality of the law.* 


Conclusion 


There is reason to believe that the terminal problem will assume 
even greater importance in the future than it has had in the past, 
with the increasing concentration of population in our great cities, 


1 Los Angeles Passenger Terminal Cases, 100 I. C. C. 421, 1925. 

2 Port Arthur Chamber of Commerce and Shipping ». Texarkana and Fort Smith Ry. 
Co., 73 I. C. C. 361, 1922; Manufacturers’ Association of York, Pa., v. Pennsylvania 
Re Ra Consul: ©. 40n1g225 

3 Hastings Commercial Club ». Chicago, Milwaukee, and St. Paul Ry. Co., 69 I. 
Gy. 489, 1922: ; 

4 Vanderblue and Burgess, Railroads; Rates-Service-Management, 1923. 
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the growth in volume of traffic which must be handled, and the ever 
keener competition for the occupation and use of city land. It is by 
no means clear what the final solution will be, nor even what im- 
mediate steps should be taken to maintain an equilibrium which 
threatens to be generally disturbed. The fundamental division at 
present, in so far as carload traffic is concerned, is between those 
who advocate the continuance of multiple ownership of terminal 
facilities with codperation only with respect to noncompetitive busi- 
ness, and those who demand unified terminals, either controlled by 
an agent of the main-line carriers, as at St. Louis, or entirely inde- 
pendent, or operated by the state. A compromise suggestion is that 
freight houses and industry spurs be left to individual control, but 
that belt lines be constructed at each large city and operated either 
by the municipality itself or by an independent “system,” recognized 
as such in a consolidation program, and disassociated from any 
standard railroad control.? 

Perhaps no single plan will prove everywhere the best, but in- 
stead a variety of remedies may be applied to a highly complicated 
and various complaint. 
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CHAPTER XXIV 


CONSOLIDATION POLICIES 


Should Common-carrier Organization Be Made Larger? 


The question is sometimes asked—how large should a carrier be? 
For if traffic and operating codperation between carriers appears de- 
sirable, then it may seem well to render codperation durable and 
certain by consolidation of different carrier units. The point of 
view is interesting, although it is hard to know how far to go in 
any given case and at what point the advantages of harmonious 
administration are overbalanced, if they are ever offset, by the slow- 
ness, selfishness, and indifference of a great monopoly. 

The size of railroads is affected by the extent of the nations in 
which they lie, by the presence or absence of government owner- 
ship, by the character and density of traffic handled, and by theoreti- 
cal views regarding the importance of competition, as well as by 
the relative operating advantages of small or of large railroad groups. 


State Railroad Systems 

In most modern countries the state owns a considerable railroad 
mileage. ‘The largest state systems are those of Russia (37,800 
miles), Germany (34,689 miles), India (31,283 miles), Australia 
(23,147 miles), Canada (22,673 miles), Mexico (12,795 miles), Union 
of South Africa (9,542 miles), and Italy (8,761 miles). 

The fact that these systems exist, and function with a fair degree 
of efficiency, is evidence that a single railroad administration can 
control a mileage ranging from ten thousand to thirty thousand 
miles or more. On the other hand, financial, political, and social 
motives, as well as economic ones, explain the size of government 
railroads, so that it is by no means certain that private railroads 
can afford to follow their policies even with respect to size. More- 
over, ownership of a large railroad mileage is consistent with a 
decentralization for purposes of operation which may approximate 
in some cases the creation of separate railroads, although naturally 
with strong central and unifying control. 


Centralization of Railroad Ownership in France 


In at least two countries with private railroads serious attention 
has been paid to the number of operating companies among which 
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the railroad systems may be divided. One of these countries is 
England, and the other is France. 

The total railroad mileage in France in 1926 was 26,037 miles, 
distributed between the great railroad systems as follows: 


RAILWAY COMPANIES IN FRANCE, 1926 


Average mileage Gross 
operated revenue 
Name of company (Miles) (Francs) 
INGORE eres hy 5 op Ne Acie card er aS Bret ye, Dae 2,087,983, 409 
AS Ce Ut itevs fe pe vias Bae peel anc soft, age ees 3,083 T5SL7 3757927 
MD eliGe ne ay et Sate aiid oh a eRe te oes 4,842 ln FAS a7 ACO 
Paris-Lyon-Mediterranean.................. 6,077 3,689,985 ,474 
VEGI yopan Srete tc ane ER ot Oe an ar enn 2,616 849, 801 ,877 
SS ae asset es LS ered RS MES REO pL YS 5,659 1,965,618 , 822 
Pelences| Orr aie: 3ci 4 Ruchic chad teats tate 1, 408 I 006,054,332 
NCL URMARS Sen Nan Re cae ee eae ee es 26,037 13, 162,779,197 
FRENCH RAILWAY SYSTEMS 
teh eee Northern Railway 
otter eeee Eastern Railway 


Paris-Lyon-Mediterranesn Railway 
Midi Railway 

worsens ceerentnes Paris-Orieans Railway 
= State Railway 
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The French railroad systems, proceeding from west to east, and 
excluding the Alsace-Lorraine Railroad, are the State System, the 
Northern Railroad, the Eastern Railroad, the Paris-Lyon-Mediter- 
ranean, the Orléans, and the Midi. Formerly there was also a 
Western Railroad, occupying the territory between Paris and Brest, 
but this company was never prosperous and was acquired by the 
state in 1919. The Western Railroad is now merged with the State 
System. 


Explanation of the French Policy of Territorial Monopoly 


A general plan of railroad location in France was determined by 
Parliament in 1842. The small number of French companies now 
in existence, however, and the territorial monopolies which they 
enjoy, did not originate in 1842, but were rather the result of a 
series of consolidations accomplished between 1852 and 1858. The 
government of the day permitted these consolidations because it be- 
lieved that a few strong railroads could command larger financial 
resources than a number of small ones, and so would be able to 
build more of the lines that ought to be laid down and maintain 
and operate them more effectively than if the tendency toward fusion 
were resisted. Dangers of monopoly were, indeed, considered, but 
it was said that a railroad was a monopoly in any case, and that 
the only question was as to whether it should be a good or bad 
monopoly. “If a railroad,” said a report to the French legislature 
in 1852, “is badly built, maintained, and operated, being hampered 
by its own poverty, it will become a vicious monopoly. If it is 
powerful, on the other hand, it can improve, extend, reduce rates 
to stimulate business, and satisfy the general interests of the coun- 
try.”1 These arguments were accepted as convincing, and the six 
great private railway systems in France (including the Western) 
were the result.” 

Since 1859 the national treasury has guaranteed railroad divi- 
dends in France, and this financial connection between public and 
private finance has been sufficient to maintain the French Parlia- 
ment in its attitude of hostility to competition. Thus the official pol- 
icy for many years has been to intrust construction in each of the 
principal French territories to a single company, and to hold that 
company responsible for results. Occasional departures from this of- 

1 Grippon-Lamotte, “Historique du réseau des chemins de fer francais,” 1904, p. 


120. 
2 The system of Alsace-Lorraine was established, as a separate system, after the 


World War. 
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ficial point of view have occurred, but none that have, in the long 
run, altered the fundamental character of French railway organiza- 


tion. 


English Legislation of 1921 

Great Britain has never guaranteed railway earnings, and the 
government has never controlled railroad building by any compre- 
hensive plan. Private enterprise has created an excellent railway 
system under these conditions of freedom, but it has done so under 
a great variety of ownership and with appreciable waste of effort. 
In 1921, the English railways were operated by no less than 129 
separate companies. Since general conditions made economy in 
operation at this time imperative, the government decided to try 
the experiment of reducing the number of operating companies, in 
the hope that some slack might be taken up and some check imposed 
upon the tendency to increase railroad rates. 

In 1921, the British Parliament, after full discussion, took the 
important step of combining the railroads of the country into four 
great groups, instead of the 129 previously existing. The location 
of these groups is indicated upon the map on page 445. 


Content of English Railway Systems 


The four groups provided in the English Act of 1921 were as fol- 
lows: 

1. The Southern Railway Group, including the London and South 
Western Railway Company; the London, Brighton, South Coast 
Railway Company; the South Eastern Railway Company; the Lon- 
don, Chatham, and Dover Railway Company; the South Eastern 
and Chatham Railway Companies Managing Committee and 14 
subsidiary companies. 

2. The Great Western Railway Group, including the Great West- 
ern Railway Company, the Barry Railway Company, the Cambrian 
Railway Company, the Cardiff Railway Company, the Rhymney 
Railway Company, the Taff Vale Railway Company, the Alexander 
Docks and Railway Company, and 25 subsidiary companies. 

3. The London, Midland, and Scottish Railway Group, including 
the London and North Western Railway Company, the Midland 
Railway Company, the Lancashire and Yorkshire Railway Company, 
the North Staffordshire Railway Company, the Furness Railway 
Company, the Caledonian Railway Company, the Glasgow and 


ENGLISH RAILWAY SYSTEMS 
s———eee= Southern Railway 
------- Great Western 
Railway 
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eastern Railway 
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South Western Railway Company, the Highland Railway Company, 


and 27 subsidiary companies. 

4. The London and North Eastern Railway Group, including the 
North Eastern Railway Company, the Great Central Railway Com- 
pany, the Great Eastern Railway Company, the Great Northern 
Railway Company, the Hull and Barnsley Railway Company, the 
North British Railway Company, the Great North of Scotland 
Railway Company, and 26 subsidiary companies. 


Railway Mileage and Revenue in England 


The mileage and gross revenue of these four English systems were, 
in 1925, as follows: 


RAILWAY COMPANIES IN ENGLAND, 1925 zs 


Name of company Mileage Gross revenue 

SOUL EDIE Ie serenleer acu atta tee ena ere 2062 $117,624,736 
GreataVesterne “saeera. Meanh eee ea temo ote 2 O70 162,503 ,657 
London, Midland, and Scottish... .<e.as...40. 6,770 384,410,251 
WondontandaNonthyWasternes nent meen ees 6,327 283,316,140 
A Ot allegeieine ccaranca Se eiecos eo inna Ae aoe 18,930 $937,854,784 


Purpose of Consolidation 


Parliament intended, by consolidation, to eliminate duplicate serv- 
ices in Great Britain, to standardize plant and equipment, and to 
reduce overhead expenses by consolidating the supervisory staff; 
the English Minister of Transport estimated in 1921 that £25,000,000 
could be saved annually after a few years’ trial by the combinations 
contemplated in his bill. 

Nor were these operating economies the only advantages which 
the Ministry hoped to secure. Speaking of future development under 


his bill, Sir Eric Geddes said: 


“*TIf you are cultivating your garden you do it much better if you know 
you are going to get the whole profit and advantage of it than if you 
knew that your next door neighbour would come in the middle of the 
night and take away a portion of the produce. That is exactly what we 
have been doing in relation to the railway companies. We have asked - 
them to develop the traffic of the country, and then subsequently have 
allowed an outside company to come in, or to run a line alongside, or 
have given them running powers, thus practically taking away, or 
stealing, the trafhe of the original company. I would hope that the 
House [of Commons] will see that a railway company will develop and 


1 Figures are drawn from a special number of the Rai/way Gazette, 19 March, 1926. 
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endeavor to promote the prosperity of the communities through which 
it runs if it knows that when it succeeds it will have the advantage of it.” } 


This expression of official English views shows that the British 
Government had in mind the advantages of territorial monopoly as 
well as those of large-scale production when it asked the adoption of 
its reorganization plan. 


Objections to Territorial Grouping 


In the case of the English legislation, opposition came from two 
sources. One class of opponents to the grouping plan consisted of 
representatives of towns which desired to retain some specific element 
of competition. These included the coal ports of South Wales, such 
as Cardiff, which feared the results of placing their whole district 
in the hands of the Great Western Railway.? Likewise the port of 
Hull on the eastern coast of England insisted that the Hull and Barns- 
ley Railway should not be placed in the same group as the North- 
eastern Railway, although in the same geographical area, because 
this would place the only two lines serving Hull under control of the 
same corporation.* 

Another and still more vigorous protest was voiced by the Scot- 
tish companies. The original proposal of the English Government 
was that the Scottish railroads should be formed into one separate 
group and the second that they should be formed into two groups, 
but always separate and distinct from the English lines to the south. 
The Scottish companies preferred to be combined with the adjacent 
English railroad systems—railways in east Scotland with railways 
in northeastern England, and railways in west Scotland with railways 
in northwestern England. The reason was that the Scottish lines 
desired the financial assistance which they could derive from asso- 
ciation with their wealthier neighbors to the south, and felt that 
they were entitled to it because their expenses would necessarily 
be affected by the wage agreements which English lines concluded 
with national trade unions, while their rates would be limited by 
the competition of coastwise steamers to a degree which would im- 
peril their financial standing.* 


1 142 House of Commons Debates, sth series, col. 353. Speech of Minister of Trans- 
port on order for second reading of Railways Bill, 26 May, 1921. 

2142 H. C. Deb., sth series, col. 381-383, Sir D. Maclean. 

3145 H. C. Deb., sth series, cols. 526-530, Major Entwistle 

“142 H. C. Deb. sth series, cols. 417-429, Sir H. Mackinder. 
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Local Railroad Monopoly Not Complete Under English Act 
of 1921 


In the course of the English debates the original ministerial plan 
was altered to meet the wishes of the Scottish companies, but the 
representatives of complaining towns were disregarded. It would be 
a mistake, nevertheless, to insist too strongly upon the monopolistic 
character of the present British arrangements. In the first place, 
British railways are peculiarly exposed to the influence of water 
competition. Not only this, but the distribution of lines to the four 
great groups is such that competition of substantially parallel rail- 
roads still persists. This is true, for example, of traffic from London 
to Bristol, London to Liverpool, and London to Glasgow. Finally, 
the continuance of running rights or trackage agreements under 
recent English legislation gives the large companies access to cities 
which they do not reach over their own rails. Because of these 
facts, the system of territorial monopolies cannot be said to be yet 
complete in Great Britain, in spite of the progress which was made 
in 1921. 


Classification of Railroad Mileage in the United States 


In the United States, as in most countries, the first short local 
lines early combined into longer routes connecting, in trunk-line 


RAILROAD MILEAGE IN THE UNITED STATES, I924, CLASSIFIED ACCORDING TO 
MILEAGE OPERATED BY COMPANIES REPORTING TO THE INTERSTATE COMMERCE 


COMMISSION 

Cumulative per- 
centages 
Number Number 
of of com- 

Class companies Mileage panies Mileage 
(OVER TOLOOC) a eos ik she 2 21,498.97 21 8.66 
GOOD tO) LONOOO manatees 2 18,540.29 -43 16.12 
Sr OOOmM tO) 1O),OCO maa: 3 25,434.66 7s 2087 
FOOD alk COs 918), OOO naires ele 2 14,915.26 .90 R237 
6), COO! tO 167, COOn. a. a 3 20,489.81 25 40.63 
ROCs LOM NOL OOOmni asic 2 10,336.94 1.49 44.79 
AR OOO slit) Gy OGO) mean ayciy 4 19,046.66 1.92 52.46 
BROOOnMstOn FArOOOkT vemis aun 3,574.69 2.03 53.90 
(Sow Woy BKC) oan anar 8 19,052.79 2.88 61.57 
WCCO nI 1) ACS gh onoe ar SG Asma Sue 74.27 
FOOnl) tO, l }COOem rel 24 17,416.74 7.69 81.29 
I50.I to FOOL arcs 81 22,348.64 16.33 go0.29 
30.1 to IS One renee 272 17,042.54 45.36 O7a15 
SOROD eSSt erin Tere Bre TOTAL 21 100.00 100.00 


937 248,317.47 
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territory, the Atlantic seaboard with Chicago and St. Louis, and 
in the South, the Eastern coast line with ihe Mississippi River. A 
certain minimum size for a standard railroad system may be taken 
for granted in a country of such an extended geographical area. How 
far expansion and consolidation actually occurred can, however, be 
better understood by the examination of recent figures than by a his- 
torical account of railroad development. 

The distribution of railroad mileage among operating companies 
in the United States in 1924 was as given on page 448. 


Persistence of the Short-line Railroad 


There are two facts which stand out rather prominently from the 
statistics presented in the foregoing table. One such fact is the 
persistence of the short-line railroad. More than half of all the 
companies that operate railroads in this country control less than 
30 miles of line, and 84 per cent operate not more than 150 miles 
apiece. Carriers of this type do, of course, a strictly local business. 
Some of them are private lines, others logging roads, mountain 
roads, industrial roads, roads serving hotels or other resorts, or 
enterprises of like sort. The average length of the companies classed 
as 30 miles or under is 14 miles, and of those classed as 150 miles 
or less, it is 31 miles. Both during and since the World War the 
problems of the short-line railroads have received more than usuai 
attention. Carriers of this type are intimately associated with the 
public which they serve. Their costs are high, their revenues are 
frequently not large, and yet many of them perform a service which 
it would be inconvenient to replace. 


Large Operating Units 


The other fact which the table presents with striking force is the 
concentration of mileage in the hands of a relatively small group 
of companies. The one line railroads control very little track, 
numerous as they are and important as they may be from some 
points of view. On the other hand, 19 companies with systems 
ranging from 3,000 miles to a little under 11,000 miles operate more 
than half of the mileage of the country. These are the great systems 
most heard of in the railroad world. Twelve of them are larger 
than any of the companies in France, and 11 of them exceed 
mileage any of the consolidated companies in either France or Eng- 
land. Such systems are the Chicago, Milwaukee, and St. Paul 
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(10,990.97 miles), the Pennsylvania (10,508.00 miles), the Chicago, 
Burlington, and Quincy (9,396.55 miles), the Atchison, Topeka, and 
Santa Fé (9,143.74 miles), the Southern Pacific (8,720.93 miles), the 
Chicago and Northwestern (8,462.83 miles), the Great Northern 
(8,250.90 miles), and a number of other companies. The average 
mileage operated by these 19 companies is 7,044 miles, and few of 
them depart widely from this norm. 


Stock Control of Subsidiary Companies 


If we take into account conditions of control, the concentration 
of railroads in the United States becomes still more striking. In 
the first place, many of the large American railroads own a controll- 
ing interest in subsidiary lines. The New York Central Railroad, 
to take a well-known example, operates only 6,920.19 miles, but it 
controls other companies by stock ownership which raise the total 
of its system to 11,916.98 miles. The corresponding figures for the 
Atlantic Coast Line are 4,865.99 and 12,426.03; for the Missouri 
Pacific, 7,336.78 and 11,643.54; and for the Illinois Central, 4,874.87 
and 8,409.73. The average mileage controlled by the large systems 
which we have mentioned is 9,766 miles, or substantially more than 
the mileage operated.! 


Major Ownership Groupings 


Finally, there are relations between groups of railroads which 
are less formal and permanent than a connection through majority 
control, but which influence railroad policies to a marked degree. 
One system may own a substantial minority of the stock of another 
system, entitling it to representation on the latter’s board of directors. 
Wealthy men may associate themselves in investments in certain 
companies; or banking firms that act for several railroads may, 
through their influence, produce a certain harmony of policy; or in- 
dependent railroads may even, like independent nations, make al- 
liances when agreement is mutually advantageous. The “Vander- 
Bilt,” the “Hill; 9 and the “Morgan” systems are groupings of this 
sort. The “Harriman” system, during the life of Mr. Harriman, was 
another, and the “Pennsylvania” system is a fifth. There are group- 
ings of this type which possibly include more than 20,000 miles of 


1 Inasmuch as the Louisville and Nashville is controlled by the Atlantic Coast Line, 
and the Chicago, Burlington, and Quincy by the Great Northern and the Northern 
Pacific, the number of controlling units is reduced, for the purpose of calculating an 


average, from 19 to 17, and it is the average of thie 17 systems (9,766) which is cited 
in the text. 


CONSOLIDATION POLICIES 451 


line. They have some effect upon general railroad policies, but little 
upon conditions of railroad operation. 


Comparison of Consolidations in Europe and in the United 
States 


The principal differences between the railroad consolidations in 
the United States and those in England and in France are, first, that 
the American groups are larger than the European ones; second, 
that the American groups are voluntary, not the result of compul- 
sion; third, that they are not nearly so inclusive; and, lastly, that 
railroad combinations in this country have been competitive rather 
than monopolistic. 


Minimum and Maximum Limits to the Size of Systems 


From the point of view of operation, a railroad system should be 
large enough to permit of proper division of labor, as most railroads 
over 1,000 miles in length probably are, and it should connect, if 
possible, economic areas of differing characteristics. It should join, 
for instance, agricultural and manufacturing, or lumber and fruit, or 
steel- and cotton-producing districts, and should not allow itself 
to be confined within an area where economic products and condi- 
tions are uniform. 

The maximum advisable size of a railroad from this same point 
of view is less easy to define, but the limiting factor of permissible 
growth is probably the capacity of the supervising personnel. A 
railroad system should not be too large for one man to direct. Still 
more concretely, it should not be so great that the controlling officer 
is unable to inspect it at reasonable intervals and to establish per- 
sonal contact with divisional chiefs and officers in charge of construc- 
tion projects, if not with men still further down in the line of author- 
ity. Sir Henry Thornton, president of the Canadian Government 
Railways, has said that one man cannot effectively manage a rail- 
road which is more than 20,000 miles in length. Capacities and con- 
ditions, of course, differ, but this limit is not at present exceeded in 
the United States, nor, with private railroads, in any other country 
in the world. 


Unevenness of Railroad Units in the United States 


It is the unevenness of railroad aggregations, rather than the fact 
that American railroads are too small for effective operation, that 
has provoked discussion of railroad consolidation in the United States 
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during the past eight years. Railroads of different lengths, especially 
when they operate at different costs, find it difficult to work together 
upon a common basis of rates. Either railroad charges are fixed by 
the most competent, in which’ case the poorer lines are likely to be 
forced out of business, to the detriment of the localities which they 
serve, or rates are fixed by less competent carriers, and the better 
located lines enjoy unreasonable profits. When, in 1920, the Con- 
gress of the United States proposed to relieve railroad credit by 
directing the Interstate Commerce Commission to establish rates 
calculated to produce a fair return upon the value of railroad prop- 
erty in selected districts, it found the unevenness of railroad units 
the chief obstacle to the success of its plans. Congress, therefore, 
‘ devised a program of consolidation which we must now consider. 


Consolidation Clauses of the Transportation Act of 1920 


The clauses of the Transportation Act which relate to consolida- 
tion are to be found in Section 5 of the law. The most important 
paragraphs are the following: 


Paragraph 2: ‘‘Whenever the Commission is of opinion, after hearing, 
upon application of any carrier or carriers engaged in the transportation 
of passengers or property subject to this Act, that the acquisition, to the 
extent indicated by the Commission, by one of such carriers of the 
control of any other such carrier or carriers either under a lease or by 
the purchase of stock or in any other manner not involving the con- 
solidation of such carriers into a single system for ownership and opera- 
tion, will be in the public interest, the Commission shall have authority 
by order to approve and authorize such acquisition, under such rules and 
regulations and for such consideration and on such terms and conditions 
as shall be found by the Commission to be just and reasonable in the 
premises. 

Paragraph 4: ‘‘The Commission shall as soon as practicable prepare 
and adopt a plan for the consolidation of the railway properties of the 
continental United States into a limited number of systems. In the 
division of such railways into such systems under such plan, competition 
shall be preserved as fully as possible and wherever practicable the 
existing routes and channels of trade and commerce shall be maintained. 
Subject to the foregoing requirements, the several systems shall be so 
arranged that the cost of transportation as between competitive systems 
and as related to the values of the properties through which the service — 
is rendered shall be the same, so far as practicable, so that these systems 
can employ uniform rates in the movement of competitive trafic and 
under efhcient management earn substantially the same rate of return 
upon the value of their respective railway properties. 

Paragraph 8: ‘‘The carriers affected by any order made under Me 
foregoing provisions of this section and any corporation organized to’ 
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effect a consolidation approved and authorized in such order shall be, 
and they are hereby, relieved from the operation of the ‘antitrust laws,’ 
as designated in section 1 of the Act entitled ‘An Act to supplement 
existing laws against unlawful restraints and monopolies, and for other 
purposes,’ approved October 15, 1914, and of all other restraints or 
prohibitions by law, State or Federal, in so far as may be necessary to 
enable them to do anything authorized or required by any order made 
under and pursuant to the foregoing provisions of this section.” 


Other pertinent paragraphs of this section provide for hearings 
and for the approval by the Interstate Commerce Commission of 
consolidations which are in harmony with its complete plan and 
which it believes will promote the public interest. 


Theory of Consolidation 


in discussing the consolidation clauses which have just been 
quoted we shall take up, first, theory, then Commission practice, 
and, finally, results. 

The theory of the law of 1920 has already been referred to. Speak- 
ing in the Senate during the debate on the railroad bill, Senator 
Cummins argued in support of its clauses: 


““Te seems to me it must be obvious to any thinking man who has 
studied this subject that there is but one way to meet the problem which 
is created by the disparity in the earning power of our several rail- 
roads. ; 

‘*We are agreed that we cannot raise the rates upon the weaker prop- 
erties so that they will be self sustaining, because that would give to the 
stronger properties, which move 70 per cent of the business of the United 
States, an income so excessive that it would not be tolerated for a single 
month. . . . We cannot give to the stronger properties the rates 
which would return for them no more than a fair interest upon the value 
of their property . . . because that means death to the weaker 
properties. : 

**You may inquire as you will . . . but you will finally reach 
the conclusion that it can only be done by consolidation.” 4 


The officially announced purpose of the American consolidation 
program was, therefore, in 1920, the equalization of railroad systems 
in order to make possible effective support to railroad credit through 
manipulation of rates. 


Formulation of a Plan 


In order to comply with the direction of Congress to prepare a 
“plan of consolidation” the Interstate Commerce Commission em- 


1 Congressional Record, December 4, 1919, vol. lix, p. 131. 
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ployed, in 1920, William Z. Ripley of Harvard University as expert. 
Mr. Ripley, who was a university teacher of transportation and well 
qualified for the task, formulated a plan in great deta.l. The Com- 
mission modified the plan slightly, published it in 1921,’ and pro- 
ceeded to hold hearings upon it. The hearings were completed in 
December, 1923, by which time they had filled forty-four volumes 
of testimony and exhibits. The map on page 455 shows the systems 
proposed by the Interstate Commerce Commission in 1921: 


Character of the Ripley Amalgamations 


Examination of the map will show the extent and character of the 
consolidations proposed. The average size of the systems in the 
plan was 10,509 miles. Generally speaking, systems were not con- 
tinental in scope, but were restricted within the limits of the great 
classification territories; the sections which lay, respectively, south 
of the Ohio and Potomac Rivers and east of the Mississippi, north 
of the Ohio and Potomac Rivers and east of the Mississippi, and 
west of the Mississippi River. It was believed that systems ranging 
far and wide beyond these natural territorial divisions would lack 
stability and might easily exceed the capacity of any management 
to control, 

Generally speaking, also, the proposed systems were made com- 
petitive with each other. Sometimes the competition was direct, as 
in the case of the Southern Pacific and the Santa Fé, sometimes it 
was less direct, as in the case of the Southern Railway and the Illinois 
Central; but the attempt was made in either case to comply in this 
respect also with the mandate of the law. 

The statute required that in addition to preserving competition, 
consolidation plans should be so devised as to leave existing routes 
and channels of commerce undisturbed, while keeping the financial 
aspects of the new mergers in view. The systems were therefore 
arranged so as to be as nearly equal in financial strength as condi- 
tions would permit, while elaborate pains were taken to facilitate 
and not to hinder the flow of commerce. Professor Ripley expressed 
the view, indeed, that the broadest consideration of the commercial 
needs of the country was appropriate at this point. 


“Tt is held [he said] that the maintenance of the ‘existing 
routes and channels of trade and commerce’ implies not the 
preservation of merely artificial currents and conditions, but 


1In the Matter of Consolidation of Railroads, 63 I. C. C. 455, 1921. 
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that the statute contains an invitation to consider these carrier 
corporations in their basic relationship to the welfare, present 
and prospective, of the country. Viewed in this larger sense, 
the Act is at once an invitation and an opportunity. It calls 
for an analysis of the commercial geography of the United 
States, in relation to the layout of its railway net. For, un- 
less the location of its railways conforms to the commercial 
requirements of the country, there can be no permanent pros. 
perity for either. The further requirement in the act for a 
certificate of public exigency for proposed new construction of 
railways is but another expression of this intent in the law.” * 


Finally, the report recognized the importance of a considered ad- 
justment of the terminal problems discussed in the previous chapter 
to the successful working out of a consolidation plan, and declared 
that free access to terminal properties must be somehow provided, 
either by the creation of independent terminal companies or in some 
other way. 

The Ripley suggestions for consolidation were framed with great 
care, and the report that accompanied them presented an extremely 
comprehensive and intelligent analysis of the movement of traffic 
over the railroads of the United States and of the business relations 
of the different parts of the system with each other. The proposals 
of the report were not adopted, and probably no definite amalgama- 
tion plan could have secured general approval at the time, but they 
considered the railroad problem from a new angle and received wide 
and respectful attention from the press.” 


Control by Lease or by Stock Purchase 


Failing the acceptance of a consolidation plan, the Interstate Com- 
merce Commission found itself unable legally to approve any  con- 
solidation at all, for the grant of power that it enjoyed under the 
Transportation Act of 1920 extended only to the ratification of con- 
solidations that were in harmony with the “complete plan” of con- 
solidation which it was directed to adopt. Under these conditions, the 
Commission fell back upon paragraph 2 of section 5, and a great 


1In the Matter of Consolidation of Railroads, sup. cit. 

2 The Ripley plan is not the only general consolidation scheme that has been organ- 
ized since 1920, although it is the only one which has any official status. Among 
other suggestions may be mentioned that of John E. Oldham, a New England banker, 
who devised a national plan for redistribution of systems, and the proposals made by 
the carriers themselves in Eastern territory and in the Far West relating to consoli- 
dation in certain sections. 
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many decisions have been handed down and some results of conse- 
quence secured under this section. 

According to Paragraph 2 of Section 5, the Commission may 
authorize the unification of carriers by lease or purchase of stock, 
or in any other manner not involving consolidation. The two cate- 
gories mentioned cover the usual methods of combination, so that 
the Commission is able to proceed with freedom so long as no carrier 
proposes a direct transfer of title to property and a complete sur- 
render of identity.1. There is little difference between this procedure 
and actual consolidation, especially when the lease is for several hun- 
dred years and the stock purchase covers virtually all outstanding 
shares. 

Operations conducted under paragraph 2 of section 5 need not con- 
form to an approved federal plan; ? they are not hampered by anti- 
trust or other restraining regulations, whether federal or state (see 
par. 8, section 5).* Conditional as well as absolute approval may 
be given, as where the Commission approves a lease contingent upon 
retention of stock control over the lessor by the lessee. The Com- 
mission cannot, however, require a carrier to make application under 
the provisions of Paragraph 2 of Section 5 for the acquisition of 
control by it of another common carrier.‘ 


Simplification of System Organization Through Consolidation 


The voluntary amalgamations which the Interstate Commerce 
Commission has approved since 1920 are of the following types: 

A number of large carriers have seized the opportunity presented 
by the law to unify and simplify the organization by which their 
systems are held together. Among the companies which are promi- 


1 Control of Central Pacific by Southern Pacific, 76 I. C. C. 508, 524, 1923. 

2 The Interstate Commerce Commission has pointed out that paragraph 2, section 
5, does not overrule state laws except as it vests in the Commission power to determine 
whether or not a purchase of stock or a lease is in the public interest. The Commis- 
sion does not believe that Congress intended to prevent voluntary consolidations under 
available state laws in order to force consolidation under a general plan. The words 
“public interest,” therefore, in paragraph 2, section 5, do not imply conformity with 
a comprehensive program of amalgamation. Operation of lines, etc., by the New 
York, Chicago, and St. Louis R. R. Co., 79 I. C. C. 581, 585, 1923. 

8 The Commission has, for instance, authorized the joint lease of a South Carolina 
railroad by a Virginia and a Kentucky corporation, in direct violation of a provision 
of the constitution of South Carolina to the effect that no foreign corporation shall 
lease or operate any railway in that state (go I. C. C. 113, 1924). It has, again, ap- 
proved the acquisition by the Illinois Central of parallel lines in Illinois, in spite of 
an Act of the Illinois legislature forbidding railroads to purchase other railroads which 
are parallel or competing (82 I. C. C. too, 105, 1923; 86 I. C. C. 371, tg2a). 
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nently represented in this class of applications are the Pennsylvania 
Railroad, the New York Central Railroad, the Atchison, Topeka, 
and Santa Fé Railway, the. Missouri-Kansas-Texas Railroad, the 
Chesapeake and Ohio Railway, the Boston and Maine, and the 
Terminal Railroad Association of St. Louis.+ 

In the majority of cases of this type the applicant has desired 
to lease the mileage of subsidiary companies of which it already 
owns all or most of the capital stock. In some, the operation has 
involved the transfer of stock ownership from one company in a 
system to another, as where the Pennsylvania Railroad acquired 
the stock of the Pittsburgh, Fort Wayne, and Chicago Railroad from 
the Pennsylvania Company, a subsidiary organization. None of 
these applications have occasioned any change in control, but they 
have tended to cut down overhead expense and occasionally to pro- 
duce operating economies. 


Minor Extensions 


A second type of consolidation may be classified as a minor ex- 
tension. In many instances of this sort a large company acquires 
part or the whole of a small independently financed railroad which 
has passed through a period of unprofitable operation or which the 
owners desire to sell in order to release their capital for other pur- 
poses. Sometimes the road to be acquired consists of a coal spur 
which the main line railroad originally refused to build, sometimes 
it is a logging road which has engaged in common carriage with 
inadequate resources, sometimes it is a railroad in mountainous or 
sparsely settled territory, which cannot pay by itself but possibly 
can earn a profit under the management of a larger line. Consolida- 
tion usually means economy in such cases, and no far-reaching ques~ 
tions of policy are involved. 

There is one sort of minor extension which differs from that dis- 
cussed in that it consists of new construction, in behalf of a major 
company, through some subsidiary organization. The Santa Fé 
Railway has organized extension work in this manner several times 
during the past few years. The Illinois Central has also built through 
subsidiary companies in order to avoid limitations of local law,? and 


'The Boston and Maine application was denied on the ground that it proposed a 
complete merger and not merely a lease or stock ownership arrangement, and so could 
not be considered until the Interstate Commerce Commission had adopted a general 
consolidation plan (Merger of Subsidiary Companies with Boston and Maine, 76 
Ga Cs ror ro2a)k 

? Construction of cut-off for Illinois Central R, R., 82 I, C, C. 100, 1923. 
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there are other examples which might be given. This practice is by 
no means a new one, but it now requires approval under Paragraph 
2, Section 5 of the Act to Regulate Commerce, because the parent 
company usually wishes to lease the property of its subsidiary and 
to own its stock. There is no operating saving involved, the con- 
trolling consideration being financial. 


Major Enlargements of Railroad Systems Under Paragraph 
2, Section 5 


The major operations which have been conducted under the con- 
solidation clauses of the Interstate Commerce Law during the past 
six years are as follows: 


Salt Lakep 
City % 


St.Louis 


LEGEND 


<== Missouri Pacific 

—-—-— New Orleans, Texas,and Mexico 
awa Texas,and Pacific 

sete ee ees International-Great Northern 
-~----- Denver,and RioGrande Western 
San Antonio, Uvalde and Gulf 


Missourr Paciric CoNSOLIDATION 


1. Missouri Pacific Railroad acquires stock control of the Texas 
and Pacific Railway (1,952.74 miles), 1924. 

2. Missouri Pacific Railroad acquires stock control of the New 
Orleans, Texas, and Mexico Railway (1,132.79 miles), 1924. 

3. New Orleans, Texas, and Mexico Railway acquires stock con- 
trol of the International-Great Northern Railroad (1,159.5 miles), 


1924. 
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4. New Orleans, Texas, and Mexico Railway acquires stock con- 
trol of the San Antonio, Uvalde, and Gulf Railway (336.32 miles), 
1925. 

5. Missouri Pacific Railroad acquires 50 per cent of the stock of 
the Denver and Rio Grande Western Railroad (2,609.67 miles) 
from the Western Pacific Railroad, 1924. 


SOUTHERN PACIFIC CONSOLIDATIONS 
—eeee Southern Pacific 
=—————— Central Pacific 
sreeeeeeee San Antonio,and Aransas Pass 
a El Paso,and Southwestern 


SouTHERN Paciric CoNsOLIDATION 


6. New York, Chicago and St. Louis Railroad acquires the capital 
stock of the Lake Erie and Western Railroad Company (727.81 
miles) and of the Toledo, St. Louis, and Western Railroad Com- 
pany (454.17 miles), 1923. 

7. El Paso and Southwestern Company acquires stock control of 
the Arizona and New Mexico Railway (108 miles), 1921. 

8. Southern Pacific Company acquires stock control of and leases 
the El Paso and Southwestern System (1,139.87 miles), 1924. 
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9. Southern Pacific Company acquires stock control of the San 
Antonio and Arkansas Pass Railway (729.84 miles), 1925. 

10. Southern Pacific Company is allowed to retain control of the 
Central Pacific Railway Company (2,324.62 miles), 1923. This 
control was successfully challenged by the federal Department of 
Justice in 1922, under the Anti-trust Law of 1890, but the saving 
clause of Section 5 of the Interstate Commerce Act empowered the 
Interstate Commerce Commission to exercise discretion and to hold 
the companies together, which it did. 

11. Atlantic Coast Line Railroad and Louisville and Nashville 
Railroad lease the Carolina, Clinchfield, and Ohio Railway (276.85 
miles), 1924. 

12. Chicago, Milwaukee, and St. Paul Railway acquires stock 
control of and leases the Chicago, Terre Haute, and Southeastern 
Railway Company (298.09 miles), 1921. 

13. Illinois Central Railroad, through the Yazoo and Mississippi 
Valley Railroad, leases the Alabama and Vicksburg Railway (141.49 
miles) and the Vicksburg, Shreveport, and Pacific Railway (188.46 
miles), 1926. 

14. Illinois Central Railroad acquires, through the Mississippi 
Valley Company, stock control of the Gulf and Ship Island Rail- 
road (307.56 miles), 1925. 

Consideration of this list will show that the major system exten- 
sions which have occurred under Paragraph 2 of Section 5 of the 
Transportation Act of 1920 consist of a somewhat notable reconstruc- 
tion of the Missouri Pacific, certain extensions of the Southern 
Pacific in the Southwest, the beginning of a Nickel Plate merger, 
and less important additions to the mileage controlled by the At- 
lantic Coast Line, Louisville and Nashville, Chicago, Milwaukee, and 
St. Paul, and Illinois Central Railroad Companies. In addition to 
these extensions, the settlement of the Central Pacific-Southern 
Pacific merger controversy is certainly an accomplishment to the 
credit of the Act.? 


1 The list printed in the text does not, of course, include consolidations which have 
been discussed or proposed but not accomplished. There are a number of important 
projects of this character, of which perhaps the most interesting is the suggested 
combination of the Chesapeake and Ohio Railway Company, the Hocking Valley 
Railway Company, Erie Railroad Company, Pére Marquette Railway Company, and 
the New York, Chicago, and St. Louis Railroad Company, into a new system with 
an aggregate mileage of 9,160 miles of road in the United States and 337 miles in the 
Dominion of Canada. This consolidation was proposed to the Commission by O. P. 
and M. J. Van Sweringen, of Cleveland, Ohio, in 1926, but was disapproved because 
the terms of the intended acquisitions of control were not thought to be in the public 
interest. Mention should also be made of the proposed consolidation of the Great 
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Theoretical Defects of the Consolidation Clauses of the Trans- 
portation Act of 1920 


This is not a very large achievement, and, in fact, a survey of the 
results of eight years of experience under the consolidation clauses 
of the Transportation Act of 1920 reveals little progress toward 
consolidation upon a large scale, and, of course, none in the direc- 
tion of a territorial grouping such as that which characterizes the 
railroad systems of England and France, although there has been 
a considerable amount of detailed readjustment of corporate relations 
among railroads in the United States. 

The essential theoretical defect of Section 5 of the Transportation 
Act is that its avowed purpose—equalization—is not to be attained by 
its method—consolidation. Doubtless it is possible to regroup the 
railroads of the country so that each and every company shall operate 
approximately the same mileage, or earn approximately the same 
receipts. But this reorganization does not equalize, it must be re- 
membered, between the human owners of the companies chosen for 
illustration, although it does equalize between the companies them- 
selves. It remedies, therefore, no injustice, in any sense that de- 
serves attention in a discussion of public policy. Whether the 
amount that any individual receives is altered by combination of 
corporations depends, not upon the fact of consolidation, but upon 
the terms upon which consolidation takes place. If the union is 
effected by means of a newly organized company, which exchanges 
its shares for the shares of the older merging companies in pro- 
portion to the earnings contributed by each separate company to 
the joint undertaking, and that is the normal basis for a voluntary 
merger, then there is no change at all. If railroad A contributes 
80 per cent of the earnings of the new enterprise, then its share- 
holders under this theory will receive 80 per cent of the earnings of 
the two combining companies, which is precisely what they had 
before. 

The general principle may be laid down that when consolidation 
under the Act of 1920 is based on earning power, then the earnings 
of any group of companies that have been merged in a single con- 
cern will be distributed, so far as individual receipts are concerned, . 
in the same unequalized fashion after consolidation as they would 
have been distributed before consolidation occurred. The funda- 


Northern, Northern Pacific, and Burlington systems. This is an undertaking of very 
great importance, but one which the Commission has not yet considered (105 I. C. C. 
425, 1926). 
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mental evil which the Act has sought to remedy has not been cured; 
the only significant change which has occurred is produced by the 
elimination of recapture, which brings it about that the government 
takes less and the carriers retain more of the aggregate revenue of 
the consolidating companies than was the fact before consolidation 
took place. 


Arguments Against Consolidation 


In addition to the objection which may be raised to consolidation 
as an equalizing device, opponents of the present congressional con- 
solidation program declare bluntly that prosperous railroads have 
no more reason to take over embarrassed railroads than prosperous 
bankers or farmers or manufacturers have to contribute to the sup- 
port of lines which do not pay. It is denied that consolidation will 
produce economies, or, at least, if economies are admitted it is con- 
tended that they will be offset by the decreased efficiency inherent 
in the operation of large properties, widely scattered, by a small 
number of centralized organizations.1 

The policy of establishing large systems is further criticized upon 
the ground that it will retard the abandonment of ill-judged enter- 
prises, that it will make for rigidity, prematurely forcing traffic into 
channels which may not suit the industrial development of future 
years, that it will lessen competition, that it will require expensive 
financial and corporate reorganization, and that it will be highly dif- 
ficult of accomplishment in a country where dissatisfied minorities 
can resort to judicial process to enforce their real or supposed con- 
stitutional rights. 


Arguments in Favor of Consolidation 


On the other hand, there are intelligent students of American 
transportation problems who earnestly advocate resolute enforcement 
of a consolidation program. Some of these proponents still dwell 
upon the administrative conveniences of regulating a few stand- 
ardized, rather than many unstandardized, railroad corporations. 
But there are other arguments as well which must be given weight, 
and of these the most significant are perhaps the three which fol- 
low. 

One of these contentions relates to the operating economies to be 
expected from consolidaiton. Former Director-General Walker D. 


1 Morse, “Consolidation of Railroads,” Transactions of the American Society of 
Civil Engineers, vol. Ixxxvii, p. 716, 1924. 
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Hines has expressed the view that the elimination of executive of- 
fices and staffs through system mergers will not occasion important 
savings. But he then continues: 


“The real economies which will come from consolidation will 
be far more important in scope and significance. The elimina- 
tion of switching, the standardization of materials, the concen- 
tration of purchases, the sending of traffic by shorter routes, 
the elimination of interline accounting, the greater ability to 
utilize shops and equipment on all parts of the system to the 
maximum extent, all constitute real and important elements of 
economy. Perhaps one of the most important matters from the 
standpoint of economy and improved service will be the fact that 
freight cars of the system will be ‘at home’ on all parts of it 
so they can be put at the public service without limitation, and 
so when in need of repair they can be fully repaired where they 
are, instead of being sent back to the home line, with possible 
necessity for various minor repairs away from home to be later 
discarded or duplicated on home line.” ? 


This specific enumeration is consistent with the contention of the 
parties in cases brought before the Interstate Commerce Commission 
since 1920, and it deserves restatement, although it is not, of course, 
conclusive even on this aspect of the case. 

A second argument is derived from the thorough study of inter- 
corporate railroad relationships which has characterized the past few 
years. It may be summed up by saying that the strength or weak- 
ness of a railroad system depends upon its ability to secure a fair 
division of the revenue on traffic which it handles as well as upon 
the importance of the service that it renders to the public and the 
general level of rates. Some strategically located systems use their 
exclusive control over certain terminal facilities or their ability to 
divert traffic from one to another of their connections to extort a 
species of monopoly profit, which enriches them while keeping other 
railroads poor. This practice has a twofold result upon the public. 
It tends, that is to say, to hamper railroad development in the terri- 
tory of the less favorably situated carriers, and it causes deflections 
of traffic and consequent wastes of transportation that are disad-_ 
vantageous to shippers and consumers as a whole. The underlying 
purpose of the Ripley plan was to minimize these practices by giving 
to each of the great systems of the country easy access both to 


' Harvard Business Review, July, 1923. 
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sources of traffic and to destination points in large selected territories, 
a result which would be of undoubted advantage to railroad trans- 
portation as a whole. 

Finally, a third argument for consolidation is that it will facilitate 
the revision of railroad rates. Secretary Hoover has recently ob- 
served that our railroad rate structure is a most amazing complex 
of local and commodity compromises. “It would be theoretically 
possible,” he says, “to reorganize the rate structure from a national 
point of view in such fashion that, without disturbing even the pres- 
ent earning levels for the country as a whole, some relief could be 
given to the more primary products, such as agriculture and coal, 
by imposing a more equitable burden upon the highly finished goods. 
But it is impossible to secure the best results from rate reorganization 
without consolidation and the consequent securing of a much wider 
diversification of traffic, for many of our railways are in a major 
way dependent on one class of traffic, such as either coal or grain, 
and with the present wage levels, present taxes, and present com- 
modity prices, it is impossible to expect great rate relief without 
consolidation itself.” 4 


Cummins Amendments 


In 1924 Congress gave some consideration to a bill introduced by 
Senator Cummins designed to hasten consolidation. This bill au- 
thorized the Commission, after the adoption of a plan of consolida- 
tion but not before the expiration of a period of two years after 
the passage of the pending act, to create a so-called “consolidation 
committee” within each of the great systems. The committees were 
to consider and report to the Commission regarding the financial 
adjustments and exchanges of securities necessary to accomplish 
consolidation. When seven years had elapsed from the date of pas- 
sage of the new law, two additional provisions were to come into 
play. One of these allowed the carrier or carriers owning the major 
part of the main track mileage within any federal system to propose 
a reorganization plan which should provide for the acquisition by 
condemnation proceedings of the remainder of the railway properties 
within the system. The other authorized the Interstate Commerce 
Commission to fix the divisions of rates between carriers in each sys- 
tem so that the surplus of each carrier, in any year, should be sub- 
stantially the same proportion of its value as the surplus of every 


1United States Senate, Hearings before the Committee on Interstate Commerce 
on S, 2224, a bill to provide for the consolidation of railway properties, May 21, 1924. 
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other carrier within the system. The object of both of these pro- 
visions was to bring a certain pressure to bear upon recalcitrant 
systems, without resorting to direct compulsion in order to secure 
consolidation. In 1925 the Cummins bill was reintroduced with 
some changes, but the absence of any strong public sentiment in favor 
of compulsory consolidation, and, later, the death of the author and 
principal supporter of the bill, prevented action. 


Amendments Proposed by the Interstate Commerce Commission 


Still more recently, the Interstate Commerce Commission has 
submitted an excellent report to Congress upon the subject of con- 
solidation, including proposals which have been embodied in the 
“Parker” and “Fess” bills introduced, respectively, in the House 
and Senate. The most important changes asked for by the Commis- 
sion are the following: 

1. Repeal of the section requiring the Commission to adopt a com- 
plete plan of consolidation; 

2. Elimination of the distinction between acquisitions of control 
which involve (Paragraph 6, Section 5) and those which do not in- 
volve (Paragraph 2, Section 5) the consolidation of the carriers in 
question into a single system for ownership and operation; 

3. Specific grant of authority to attach conditions to an approval 
of consolidation, including the power to disapprove a consolidation 
upon the ground that it does not include a carrier, or all or any 
part of its property, which ought to be included in the public interest 
and which it is possible to include upon reasonable terms. 

The Fess bill, which enacts these suggestions, provides that two or 
more carriers may petition the Commission for approval of a con- 
solidation, which may be either an acquisition of securities, a cor- 
porate merger, or a transfer of properties and franchises or rights 
to operate by purchase, lease, exchange, or otherwise. The Com- 
mission may approve or deny or approve upon conditions, and its 
approval shall relieve the carrier from the operation of prohibitory 
legislation, state or federal. 

The carriers and the Commission are directed to give due con- 
sideration to the inclusion in their plans of short and weak carriers 
in the territory involved. The Commission may impose as a condi- ; 
tion to the approval of a proposed unification that a carrier not join- 
ing in filing the petition be made a party to the unification; if, 
however, after hearing, the Commission is of the opinion that the 
carrier that is to be made a party is insisting upon unreasonable 
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terms, the Commission may revoke or modify the condition or pre- 
scribe the terms on which the carrier may be made a party to the 
unification, 

The Fess bill provides for the condemnation of minority holdings 
of voting securities the owners of which dissent from an approved 
plan. It lists certain of the rights and powers which a new con- 
solidation corporation is to possess. It declares that there shall be no 
federal or state or local tax upon the issue or sale of securities or 
the transfer of interest to property or upon any other means or pro- 
ceeding necessary to carry a proposed consolidation, and it repeals 
Paragraphs 4, 5, and 6 of Section 5 of the Interstate Commerce Act, 
which now require the Commission to prepare and adopt a plan 
for the consolidation of the railway properties of the United States. 
In a word, it simplifies consolidation practice, but leaves unification 
to the voluntary action of the carriers concerned without the pressure 
contemplated by the earlier Cummins bill. There is no great likeli- 
hood that the Fess bill will pass; it represents, however, the trend of 
public opinion at the present time, and so commands considerable 
support. 
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EARLY STATE LEGISLATION—GRANGER LAWS 


Statutory Regulation of Transportation Agencies 


In the remaining chapters of this book we shall present a more 
formal account of the regulation of transportation agencies by gov- 
ernments than has been set forth anywhere in the preceding pages. 
Such regulation is extensive and important in the case of railroads, 
less so with respect to inland waterways, and only in process of 
development so far as motor road vehicles and air transport are 
concerned. In the case of street railroads, regulation is highly de- 
veloped, but largely local in character, and concerned with special 
problems such as valuation and finance. This variation in signifi- 
cance and in perfection of administration will explain the emphasis 
which will be laid upon the purposes and machinery of railroad 
control, but reference will be made, where desirable, to the regula- 
tion of other utilities as well. 


Railroad Regulation by Charter Provision 


In the United States, as in England, the first action of the legis- 
lature with respect to railroads was to issue charters. A charter is 
a grant of power by the sovereign which enables a corporation to 
exist for certain described purposes, and to do certain things. Meyer 
enumerates the leading features of railway charters in the United 
States as follows: 


“The leading features which are common to railway charters 
of the several states may be associated with the following points, 
every charter having one or more provisions relating to some or 
all of these points: name of company; number of commissioners; 
number of board of directors; the amount of capital stock; size 
and number of shares; the amount of the payment per share 
at the time of subscription, and the maximum assessment per 
share, together with the number of days’ notice required; systems 
of voting; the time limit as to beginning and completing con- 
struction, junctions, branches, and extensions; route; expropria- 
tion and methods of valuation, together with the manner in 
which disputes are settled; the amount of land which may be 
held; the number of miles to be constructed before traffic may be 
opened; the power to borrow money and the rate of interest; 
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the distribution of dividends, liability of stockholders, annual 
reports, passenger and freight rates. In every state charters 
may be found which contain provisions on only a few of these 
points, while in most states charters were granted containing 
provisions on all of them, and perhaps others not here indi- 
Cares nm * 


Now evidently the fact that a railroad cannot function without 
a grant of power from the state affords the latter a convenient op- 
portunity to insist that the railroad accept certain principles of con- 
duct as a condition of operating at all. Some early charters, for 
instance, contained clauses requiring publicity of rates, fixing max- 
imum scales of charges, calling for annual reports, forbidding 
discrimination, and other general matters of this sort, besides the 
phrases conveying powers immediately necessary to the corporate 
organization, 


Defects of Charter Regulation 


Unfortunately, the practice of regulating railroad companies 
through charter provisions presents difficulties. In the first place, a 
railroad charter affects one corporation only. Secondly, charters not 
infrequently conflict, one with another, and where they do not, dif- 
ferences in their terms nevertheless cause controversy. This was 
true even in England before 1842, in spite of the fact that English 
railroad charters were all issued by Parliament and might there- 
fore be expected to have been consistent with one another. In 
France, where there are only five important private railways and 
one charter-issuing authority, the government has been able to stand- 
ardize charters and to use them effectively, but in the United States, 
where there are many railway companies and where each state gov- 
ernment has authority to issue charters, the chance for variety in 
provisions is infinitely greater, and the attempt to regulate through 
charter provision has led to futility and to confusion. Lastly, charters 
are difficult to amend, at least unless the right to amend is reserved 
when the charters are first granted, because a charter is a contract 
and cannot, therefore, be changed without the consent of both parties 
concerned. ‘These facts have led American governments to give up 
the attempt to regulate through charter provision, and to act through 
other forms of law. 


1 Meyer, Railway Legislation in the United States, pp. 53-54. 
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Early General Laws and Constitutions 


In addition to regulation through charters, the state may act 
through general law. It may prescribe rules of conduct, that is to 
say, for all railroads subject to its jurisdiction. Sometimes this 
is done through constitutional provision, and sometimes through 
simple statute. Probably the difference is less than is supposed. 
Originally constitutions in this country were conceived of as relatively 
brief documents, setting up a framework of government, and per- 
haps indicating in a broad way the purposes for which that govern- 
ment was organized. In such a constitution there is little place for 
railroad regulatory provisions, outside, perhaps, of clauses relating 
to a railroad commission or other body. Yet one can hardly say that 
the conception of a constitution as a framework of government has 
ever been accepted in all parts of the United States, and certainly 
in the West to-day constitutional amendments resemble ordinary 
statutes in the detailed character of their provisions, differing from 
them mainly in the circumstance that they can be altered or re- 
pealed only by popular vote. 

It is now over ninety years since American states began to regulate 
railroad carriers by constitutional or statute law. The first general 
law was passed as early as 1833. In this and in subsequent statutes 
the states dealt with applications for railroad charters, the safety of 
travel, the taxation of railroad companies, subscriptions to and 
transfer of stock, annual reports, and a variety of other items. It 
will be perceived that the subject-matter of the laws resembled that 
of the charters. In but few cases was an attempt made at the begin- 
ning to set maximum rates for the carriage of passengers or freight, 
and although some of the laws set up commissions, these bodies were 
concerned rather with matters of safety than with rates. Early 
general legislation in this country marked an advance in the direc- 
tion of standardized treatment of railroad companies, but it ac- 
complished little in the way of effective railroad control.’ 


Granger Movement 


The most important of the early efforts to establish a system of 
railroad regulation was made in the early ’seventies, and was one 
result of what has come to be known as the Granger movement. The 
characteristics and effects of this movement, in so far as they relate 
to railways, will be discussed at some length in this chapter. 


1 Meyer, sup. cit. 
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The Granger agitation proposed to organize the farmers of the 
South and of the Middle West for the improvement of their economic 
condition. The granges were farmers’ organizations, nonpolitical, 
and intended to encourage diversification of crops, systematization 
of farm work, codperation in buying and selling, and other sound 
agricultural policies. The idea seems to have been conceived by a 
government clerk named Kelley. Kelley’s duties led him through 
the Southern states in the year 1866, where he was impressed by 
the unprogressive spirit which the farmers displayed. In 1867, aided 
by five other government clerks and a fruit-grower of Wayne, New 
York, he worked out a ritual, framed a constitution, adopted a motto 
and a schedule of fees, and launched an organization bearing the 
name of the “Patrons of Husbandry,” which was destined to enjoy 
an extraordinarily influential career. 

An energetic man can always make converts in the United States 
if equipped, as Kelley was, with a constitution, a motto, a ritual, and 
a set of fees. Such symbols make an irresistible appeal to American 
citizens. It so happened, however, that the Grange organization 
benefited in its early years by a very great agricultural depression. 
Between 1866 and 1876 the price of wheat dropped from $1.52 per 
bushel to $.96 per bushel, the price of corn from $.47 to $.34, and 
the price of cotton from $97.54 to $47.31 per bale. This decline, which 
was the result of over-production, aggravated by poor marketing 
methods and a disturbed state of the currency, predisposed the 
farmers to joint action of some kind, and partly accounts for the 
rapid growth of the Grange during the ten years that have been 
mentioned. The most rapid development of all came after the panic 
of 1873. On May 19, 1873, granges in the United States numbered 
3,360; on March 1, 1874, 14,365; and on January 1, 1875, there were 
21,697 of these farmers’ organizations. This was the high point.of 
the movement. In July, 1876, the number of granges had declined 
to 15,127, although the membership in the order still amounted to 
SSo.5on t 

The importance of the Granger movement in connection with 
railroad legislation was that it enabled the farm voter in the Middle 
West to formulate and to give expression to his views on railroads, as 
on other matters, just at the moment when his views with respect 
to transportation were more than usually pronounced. For the 
Western farmer attributed his failure to market his crops at a profit 
largely to exorbitant railroad rates. Moreover, the farmer was be- 


1 Buck, The Granger Movement, p. 58. 
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ginning to resent the known fact that some shippers were receiving 
lower rates than others, and to regret the investment which he had 
made in railroad securities. 


Illinois Railroad Legislation, 1869-71 


Out of this seething discontent west of the Allegheny Mountains 
came several interesting experiments in legislation. The states prin- 
cipally affected were Illinois, Minnesota, Iowa, and Wisconsin. 

In Illinois, a law was passed in 1869 declaring in general terms that 
railroads should be limited to just, reasonable, and uniform rates.2 
This was followed in 1870 by an amendment to the constitution of 
Illinois declaring railroads to be public highways, forbidding stock- 
watering and consolidations of competing lines, requiring railroads 
to make annual reports to a state officer, and directing the legislature 
to pass laws to correct abuses and to prevent unjust discrimination 
and extortion by railroad carriers in the state.” 

Acting under the mandate of the constitution, the Illinois legisla- 
ture promptly passed a series of laws. One of these, relating to 
passenger fares, divided the railroads of the state into classes based 
upon their gross earnings per mile, and fixed a sliding scale of maxima 
for the different classes, ranging from 2% cents to 5% cents per 
mile. Another Act, applying to freight rates, forbade discrimination, 
and, more particularly, provided that: 

“No railroad corporation . . . shall charge or collect for the 
transportation of goods, merchandise or property on its said 
road, for any distance, the same nor any larger or greater amount 
as toll or compensation than is at the time charged or collected 
for the transportation of similar quantities of the same class 
of goods, merchandise or property over a greater distance upon 
the same road.” 


Section 3 of the same Act provided that: 


“No railroad corporation shall increase its rates of toll or 
compensation to be charged for the transportation, receipt, han- 
dling or delivery of any property from any point on its line 
of road to any other point on its line of road by reason of any 
decrease in its rates which may be required to be made under 
the first section of this act.” 


The normal or maximum rates, above which no increase was to be 


1 Buck, sup. cit., p. 126. : 
2 Thorpe, American Charters, Constitutions, and Organic Laws, 1492-1908. 
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made, were fixed as the rates of the year 1870. It followed in prac- 
tice that the law established the minimum rates in effect in 1870 
upon any railroad in Illinois as the maximum rates for that railroad, 
so far as the transportation of the same class of goods for equal 
distances was concerned. This drastic rule was based upon the 
assumption that the lowest rate voluntarily charged by a railroad 
could be assumed to be a reasonable rate. 

Still another law in 1871 established a board of railroad and ware- 
house commissioners of three men, appointed by the governor for 
terms of two years, with salaries of $3,500 each. The commissioners 
had no power to fix rates, but the railroads were required to supply 
them with statistical and other information, and it was their duty 
to report to the governor annually, and meanwhile to cause prose- 
cutions to be brought for any violations of the law which they might 
discover. 

Finally, an Act regulating the receiving, transportation, and deliv- 
ery of grain by railroad corporations forbade discrimination between 
shippers and warehouses in the handling of grain. 


Ilhnois Act of 1873 


There was difficulty in enforcing the Illinois Act of 1871, partly 
because there were no adequate penalties for charging more than 
the maximum passenger fares provided by the law, and partly 
because the clauses relating to discrimination were unenforceable 
by reason of their rigidity. When a case under the freight-rate law 
reached the state Supreme Court, indeed, that tribunal ruled that 
the effect of the law was to prohibit all discrimination, not merely 
unjust discrimination, and that this was impossible under the state 
constitution because it forbade an Act which might be shown to 
be perfectly innocent. 

Hence in 1873 the law relating to freight rates was repealed, and 
a new Act substituted for it. This new law forbade unjust dis- 
crimination and unreasonable rates. With respect to the particular 
measure of discrimination, the statute now declared that a difference 
in charge between persons and places for the same service in the 
same direction made a prima facie case of unjust discrimination, 
and that in attempting to justify such discrimination the railroad 
might not allege competition as an excuse.!_ The words “in the same 


Nee Annual Report of the Illinois Railroad and Warehouse Commission, 1873, 
prio2, 
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direction” were new in this connection, while the reference to a prima 
facie case meant that the carriers might now submit evidence in 
justification of a discrimination, and that their practices would not be 
condemned offhand. 

Stull more important, the new Act provided substantial penalties 
for extortion, or for making any unjust discrimination as to passenger 
or freight rates, and directed the Railroad and Warehouse Commis- 
sion of Illinois to make a schedule of reasonable maximum rates and 
fares for the transportation of passengers and freight and cars upon 
each railroad within the state. This legislation remained upon the 
statute books until supplanted by the law of 1913. 


Granger Railroad Legislation in Minnesota, 1871-75 


The Granger legislation in Ilinois has been described at consid- 
erable length, both because it was the first to be placed upon the 
statute books of the Western states and because it served as a model 
for later laws. 

In Minnesota, the legislature passed an Act in 1871 limiting the 
charge for passenger transportation to 5 cents per mile and pre- 
scribing maximum charges for freight. For the latter purpose freight 
was divided into five classes. Railroads were declared to be public 
highways, discrimination was forbidden, and penalties for violation 
of the Act prescribed; and the same year in another law the office 
of railroad commissioner was created, with power to investigate rail- 
roads and their operations and to make reports. 

In 1874, both the Act creating a railroad commissioner and the 
maximum fare legislation was repealed, and in their stead was en- 
acted a law establishing a railroad commission of three members to 
be appointed by the governor for terms of two years. These com- 
missioners were directed to make a schedule of maximum rates for 
each railroad doing business in the state. Unjust discrimination 
was defined and forbidden, and the commissioners were empowered 
to enforce the law by bringing suit against offending companies. 
This statute was modeled upon the Illinois law of 1873; it was re- 
pealed in 1875 and a single commissioner was substituted with power 
to inquire and to report. The new Act also did away with the 
schedules of maximum rates referred to in the previous law, although 
it still prohibited unreasonable and discriminatory charges in gen- 
eral terms.? 


1Saby, Railroad Legislation in Minnesota, 1849-1897. 
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Granger Railroad Legislation in Iowa and Wisconsin, 1874-75 


Both in Iowa and in Wisconsin fixed schedules of maximum rates 
and fares were established by law in 1874. In Wisconsin, a railroad 
commission of three members was set up, with authority to reduce 
rates below the statutory level, but not to raise them. In Iowa no 
railroad commission was created until 1878, when the Railroad Act 
in that state was repealed; after which a commission functioned in 
an advisory capacity. Both in Iowa and in Wisconsin the laws 
contained references to discrimination, and in Wisconsin the con- 
solidation of parallel and competing railroads was made illegal. The 
Wisconsin law was repealed in 1876, and a single commissioner with 
supervisory powers was substituted for the mandatory commission 
created two years before. 

Between 1870 and 1886 restrictive railway laws, based more or less 
upon the legislation in Illinois, Minnesota, Iowa, and Wisconsin, were 
passed in Missouri, California, Nebraska, Kansas, and Oregon, as 
well as in a number of Southern states. We shall not describe this 
legislation, however, but shall content ourselves with comment upon 
the laws of the four states in which the Granger movement began. 


Economic Effect of the Granger Laws 


The prompt repeal of most of the so-called Granger laws, and 
the difficult economic conditions in the Granger states on or about 
the period at which this legislation was made effective, has led to 
the general assumption that these laws were ill-devised and destruc- 
tive. Moreover, the best informed study of the Granger legislation 
which has been published confirms this assumption by declaring that 
the maximum rates prescribed in Iowa and Wisconsin during the 
Granger period were lower than conditions warranted, that the work 
of the railroad commission in Minnesota was unsatisfactory, and 
that the Illinois schedules failed to cause trouble largely because 
litigation postponed their effectiveness until the natural development 
of business had brought railroad charges below the maxima pre- 
scribed by law.? 

There is, however, another side to the picture. For one thing, 
there is little evidence that the Granger laws actually caused serious 
loss to the carriers. Indeed, as has just been said, the Illinois law 
was not enforced until 1880, and a prolonged contest in Wisconsin 
seriously interfered with the administration of the new law in that 
state. Detrick has shown that railroad construction in the Granger 

1 Buck, The Granger Movement. 
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states compared favorably with construction during the ’seventies 
in other states in the West, South, and East, and that the rate of 
increase of railroad net earnings in these states was well above the 
average of neighboring commonwealths. Even in Wisconsin, the 
state which is popularly supposed to have been most unfavorably af- 
fected by maximum rate legislation, the increase in average net earn- 
ings during the period from 1873 to 1876 was greater than in In- 
diana, Michigan, or Missouri, and also greater than the average for 
the Middle states of New York, New Jersey, Pennsylvania, Dela- 
ware, Maryland, and West Virginia, or than the average for ten 
selected Southern states ranging from Tennessee to Florida. 

If the Granger legislation was unduly drastic, at least it was innocu- 
ous because only partially enforced. 


Nature of Experiments Undertaken by the Granger States 


The real significance of the Granger laws is not to be found in 
their effect upon conditions in the states which passed them, but in 
the fact that they made certain experiments and provoked certain 
statements of principle from the courts which proved of great im- 
portance in the development of railroad legislation. 

The experiments referred to in the preceding paragraph include 
the following: 

1. The establishment of schedules of maximum rates by direct 
legislative enactment; 

2. The establishment of commissions with authority to draw up 
schedules of maximum rates; 

3. The attempt to prevent discrimination between places by “pro- 
rata” or “short-haul” clauses in the law; 

4. The attempt to preserve competition by forbidding the consoli- 
dation of parallel lines; 

5. The prohibition of the granting of passes to public officials. 

By no means all of these experiments proved successful enough 
to become standard practice in the legislation of the American states. 
On the contrary, the establishment of rates by direct legislative 
enactment has been generally unsuccessful in this country, while the 
enforcement of uniform or pro-rata rates without regard to local 
conditions has seldom made for the best interests either of the rail- 
road which is subject to them or of the community which the rail- 

1 Detrick, “The Effects of the Granger Acts,” Fournal of Political Economy, March, 


1903. The Southern states referred to in the text are the following: Virginia, Kentucky, 
North Carolina, Tennessee, South Carolina, Georgia, Florida, Alabama, Mississippi, 


and Louisiana. 
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road serves. On the other hand, the railroad commission has proved 
an increasingly useful device, while the prohibition of consolidations 
between parallel railroad lines at least marked a way which American 
legislatures have followed for many years. 


Attitude of the Railroad Managements Toward State Railroad 
Control 


Still more important than the experiments which the Middle West- 
ern states launched in the ’seventies through the medium of the 
Granger laws, was the fact that these statutes, when they reached 
the courts for review as to their constitutionality, called forth such 
emphatic declarations of the public nature of railroad employment 
and of the consequent public responsibility of carriers and their 
subjection to public control, as to provide a foundation upon which 
later railroad regulation could securely rest. 

Old and clearly formulated as is the law of common carriage, 
railroad companies in the United States did not, in 1871, recognize 
the right of the public to control their affairs. Speaking of the rail- 
roads’ attitude as late as 1882, Judge Reagan of Texas enumerated 
the pretensions of leading railroad officials and their lawyers as 
follows: 


“1, They assume that the railroads are private property; 

2. They deny that they are bound by the law of common 
carriers; 

3. They deny that their roads are public highways; 

4. They assume that their charters constitute a contract be- 
tween them and the state which amounts to a_ prohibition 
against future interference with their management of these cor- 
porations by the legislative authority; 

5. They deny, some of them wholly, and some in a qualified 
manner, the constitutional power of Congress and of state leg- 
islatures to regulate and control the terms on which they shall 
carry merchandise.” ? 


This position of the railroad companies to which Judge Reagan 
refers was contrary to the general theory of the law, even at the 
time when the Granger Acts were passed, but it was nevertheless 
an important step in advance when the new state legislation led 


1 United States Congress, Forty-seventh Congress, First Session, House Misc. Doc. 
55, 1882, Serial 2047, p. 238. 
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the courts to reconsider and reaffirm the fundamental doctrine that 
railroads are subject to public control. 


Granger Laws Held to Be Constitutional—Munn v. Illinois 


The leading case bearing upon the constitutionality of the Granger 
laws was that of Munn vy. Illinois! This case dealt with a section 
of the constitution of Illinois relating to warehouses, and, more par- 
ticularly, with an Act of the legislature of Illinois, passed under the 
authority of the constitution of 1870, which required the managers 
of public warehouses in that state to obtain licenses from the circuit 
court of the county in which the warehouse was located, and to ob- 
serve certain stated maximum rates for the storage and handling of 
grain. Munn and Scott were lessees of elevators in Chicago who 
continued to do a warehouse business without taking out a license, 
and who charged higher rates than those stipulated by the law. 
The question at issue in the case was whether the state legislature 
had authority to pass the law which Munn and Scott had refused 
to obey, and whether the fixing of maximum rates for the storage 
of grain deprived the plaintiffs of their property without due process 
of law, contrary to the Fourteenth Amendment to the Constitution 
of the United States. 

Addressing itself to the question of constitutionality, the United 
States Supreme Court stated and elaborated upon the principle that 
there were certain businesses “affected with a public interest” which 
the public had a right to control. “When,’ 
votes his property to a use in which the public has an interest, he, 


> said the court, “one de- 


in effect, grants to the public an interest in that use, and must sub- 
mit to be controlled by the public for the common good, to the extent 
of the interest he has thus created. He may withdraw his grant 
by discontinuing the use; but, so long as he maintains the use, he 
must submit to the control.” 

It seemed to the Supreme Court obvious that a public grain ware- 
house was affected with a public interest, and that the legislature, 
therefore, had authority to make regulations regarding its use. It 
was not necessary to the decision in Munn vy, Illinois to extend the 
principle of the decision to railroads, although, as a matter of fact, 
common carriers were mentioned as illustrations of public business 
in the course of the court’s discussion. 

The decision with respect to the warehouse provisions of the Illi- 


194 U.S, 113, 1876. 
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nois law was promptly followed by declarations with respect to the 
Granger legislation of Iowa and Wisconsin, in which the principles 
of Munn v. Illinois were explicitly applied to the case of carriers 
by rail. 


Other Granger Decisions 


In the case of Chicago, Burlington, and Quincy Railroad v. Iowa,’ 
the Supreme Court ruled that railroad companies were engaged in 
a public employment affecting the public interest, and were therefore 
subject to public control under the doctrine of Munn v. Illinois. The 
court therefore dismissed in this case a bill filed by the Chicago, Bur- 
lington, and Quincy Railroad Company asking for an injunction to 
restrain the attorney-general of the state of Iowa from enforcing 
the Iowa railroad legislation of 1874. 

The case of Peik v. Chicago and Northwestern Railway Com- 
pany ? differed from the foregoing in that the bill was filed by first- 
mortgage bondholders of the Chicago and Northwestern Railway 
Company in order to restrain the railroad company from conforming 
to, and the railroad commission of Wisconsin and the attorney- 
general of Wisconsin from enforcing, the Wisconsin law of 1874 
limiting the rate of charges for transporting passengers and freight 
on the railroads in that state. The suit was somewhat summarily 
dismissed, because the principle involved was regarded as settled 
by previous decisions. 

Finally, in Winona and St. Peter Railroad Company v. Blake,’ 
the Supreme Court upheld the legislation of Minnesota as it had 
already upheld that of the other Granger states. 

By the end of 1876 there had thus come to be in the United States 
a respectable body of statute law attempting the regulation of rail- 
road companies in various ways, and the constitutionality of this 
legislation had been upheld by the federal courts. Neither courts 
nor legislatures have ever subsequently withdrawn the assertion of 
dominance which the Granger laws and court decisions secured for 
the organized public interest in railroad affairs. We shall show in 
the following chapter how the Granger legislation of the ’seventies 
led to the Interstate Commerce Act of 1887, and what further de-- 
velopment occurred during the thirty-five years that followed. 


oa Wena. Less DSO. 

94 U.S. 164, 1876. See also C. M. & St. P. R. R. v. Ackley, 94 U. S. 179; and Stone 
. Wisconsin, 94 U. S. 181. 

394 U. S. 180, 1876. 
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CHAPTER. V 1 


THE ACT TO REGULATE COMMERCE AND ITS LATER 
AMENDMENT 


Division of Authority Between State and Federal Governments 


Already at the time when the Granger laws were passed, consti- 
tutional law in the United States had arrived at certain principles 
regarding the division of authority between state and national gov- 
ernments. With respect to commerce, it was agreed that the juris- 
diction of a state covered commerce within the borders of that state, 
and that the jurisdiction of Congress extended to commerce which 
affected more states than one. The Supreme Court had further 
ruled that, when Congress failed to act, a state might enforce certain 
regulations relating to interstate commerce in which she was inter- 
ested, although the Court at the same time declared that there were 
some types of matters which the state could never regulate, whether 
Congress acted or did not act, because the authority of Congress 
with respect to them was exclusive. The extent of the state’s con- 
current powers in any case depended upon whether the subject which 
the state sought to control was one which required a single, uniform 
rule operating everywhere the same, or whether public interest was 
best conserved by local and diverse enactments. In the one class of 
cases, inaction by Congress was taken to be equivalent to a decision 
that no action was desired, while in the other the local authorities 
were left a comparatively free hand until Congress, by positive 
action, had occupied the field. 


Rule of the Granger Cases 


The problem of conflicting jurisdiction presented by the Granger 
cases will first be presented in a formal diagram. 

Let A in the above diagram represent one, and B another state. 
Let ab, cd, and efg represent shipments. Of these, one shipment, ab, 
begins and ends in area A; another, cd, begins and ends in area B, 
and the third, efg, begins in area A and has for destination a point. 
in area B. 

Now there is no doubt but that the state governments in A and 
B have jurisdiction over the hauls ab and cd, nor that the federal 
government may control the haul efg. But suppose that the federal 


1 Cooley v. Board of Wardens, 12 Howard 298, 1851. 
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government has taken no action, and suppose that state A desires 
to regulate so much of the transportation efg as takes place between 
e and f, and B so much as takes place between f and g. Have the 
two states authority? Or, taking a still more general case, suppose 
that state A wishes to establish a maximum rate per mile to be 
charged by all railroads within the state. Can a statute fixing such 
a maximum be enforced as to the portion of the haul efg which lies 
within state A, and a similar statute be enforced by state B with 
respect to the portion of the haul efg which lies within that 
commonwealth? 


DIAGRAM ILLUSTRATING THE DECISION OF THE UNITED STATES SUPREME COURT 
IN THE GRANGER CASES 

Inspection of the facts of the Granger cases will show that they 
fell within the class of instances illustrated by the diagram. More 
particularly, in Chicago, Burlington, and Quincy v. Iowa ? the statute 
at issue divided all the railroads of Iowa into classes according to 
business, and established a maximum of rates for each of the classes. 
These maxima applied both to traffic entirely within the state and 
to traffic which began or ended in other states than Iowa. 

In Peik v. Chicago and Northwestern,? the nature of the statute 
complained of was the same as that in Iowa, save that the eighteenth 
section of the law excepted rates on freight which came from beyond 
the boundaries of the state to be carried across or through the state. 

It is clear that the Iowa and Wisconsin statutes of 1874 both ap- 
plied, in part, to interstate commerce. It did not follow necessarily 
that the state legislatures had exceeded their authority in these laws, 
as Congress had taken no action in regulation of interstate railroad 
rates, but none the less, it was necessary for the courts to decide 
whether rate regulation was a field in which the powers of the states 
were concurrent with those of the federal government, or whether in- 


Mo UL Ss reli, 1itshgley 294 U.S. 164, 1876. 
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terstate rates were among the matters calling for uniform national 
regulation in a sense which debarred the states from regulating them, 
even in the absence of action by the federal body. 

There were two Supreme Court decisions or groups of decisions 
upon this interesting point of constitutional law. The first ruling was 
to be found in the Granger cases themselves, and in this the power 
of the states was fully sustained. 


“The law [said the Court in Peik v. Chicago and North- 
western] is confined to State commerce, or such inter-state com- 
merce as directly affects the people of Wisconsin. Until Con- 
gress acts in reference to the relations of this company [the 
Chicago and Northwestern Railway Company] to inter-state 
commerce, it is certainly within the power of Wisconsin to regu- 
late its fares, etc., so far as they are of domestic concern. With 
the people of Wisconsin this company has domestic relations. 
Incidentally, these may reach beyond the State. But certainly, 
until Congress undertakes to legislate for those who are without 
the State, Wisconsin may provide for those within, even though 
it may indirectly affect those without.” 


The immediate importance of the Granger decisions of 1876 with 
regard to the relative fields of state and federal authority in railroad 
rate regulation was that they appeared to make it possible for state 
governments between them to cover completely the field of interstate 
as well as that of intrastate railroad transportation. 


Wabash, St. Louis, and Pacific v. Llinois 


In 1886, however, the rule of the Granger cases in the respect men- 
tioned was overturned by a new decision, rendered in the case of the 
Wabash, St. Louis, and Pacific Railway Company v, Illinois.1 

The facts in this case may be represented by a diagram similar 
to that already reproduced upon page 483. 

The complaint in the Wabash controversy arose because a cer- 
tain person was charged $39 for the carriage of goods from Peoria, 
Illinois, to New York City, while another person was charged $65 
for the carriage of a similar quantity of similar articles from Gilman, 
Illinois, to the same destination. The reason for this was severe 
competition at Peoria, and less severe competition at Gilman. A 
greater charge for a shorter than for a longer haul over the same 


1778 U.S. 557, 1886. 
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road being forbidden by Illinois statute, the attorney-general of the 
state brought suit to recover penalty. The railroad admitted that its 
practice was contrary to local law, but protested that the state statute 
Was unconstitutional. Now this contention clearly had no basis 
under the rule in the Granger cases, for Congress had taken no more 
action to control interstate commerce in 1886 than it had in 1876, 
and according to the Supreme Court, in the absence of action by 
Congress, it was proper for a state government to protect its own 
citizens from discriminatory or unreasonable rates even though it 
should incidentally regulate interstate commerce in so doing. Never- 


Peoria Gilman 


—_  ——  @e— 
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To New York 


lWlinois 


DIAGRAM ILLUSTRATING THE DECISION OF THE UNITED STATES SUPREME COURT IN 
WasasH, St. Louis AND PaciFic v. ILLINOIS 


theless, the Court accepted in 1886 the argument which it had 
rejected ten years before, after a review of cases in which the incon- 
veniences of state interference with interstate commerce were de- 
scribed. The Supreme Court did not even now deny that there were 
instances in which state rules might be applied to interstate com- 
merce in the absence of federal action, but it felt that the regulation 
of railroad rates on interstate freight must be regarded as exclusively 
within the field of federal authority, and could not safely be remitted 
to local rule and regulation. 

The moment the Wabash case was decided, it became evident that 
state legislation with respect to railroads must be supplemented by 
federal law, or else that a very considerable share of railroad traffic 
would escape all legislative control. This condition of affairs pro- 
vided the immediate reason for the passage of the Interstate Com- 
merce Act of 1887, to the consideration of which we shall now turn. 


Congressional Discussions and Investigations Prior to 1887 


The student should not imagine that the anti-railroad agitation 
throughout the country in the ’seventies and early eighties had 
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passed unnoticed in the federal Congress. Resolutions calling for 
investigation of the problem of interstate regulation had been pre- 
sented in the Senate and House of Representatives as early as 1868, 
and the report of the Windom Committee of 1872, as well as that 
of a committee of the New York legislature in 1879, known as the 
Hepburn Committee, had provided members of Congress with a con- 
siderable body of authoritative information regarding railroad dis- 
crimination and, to a less degree, with data bearing upon the possi- 
bility of a lower level of railroad rates. These were the years of 
the Trunk-Line rate wars, of the railroad discrimination which led 
to the foundation of great private fortunes in coal and in oil, and of 
the beginning of complaints respecting the transcontinental system 
of railroad rates. Proposals for legislation appeared in every session 
of Congress, though none found place upon the statute books. In 
1885 the House and the Senate, through the so-called Cullom Com- 
mittee, undertook an extensive investigation which, in 1886, resulted 
in still another elaborate report. 

There were three different funds of experience which were avail- 
able to Congress when it set itself seriously to the task of framing 
an Act to regulate commerce between the several states. One was 
the experience of the Granger states and of those other common- 
wealths that had passed Acts in imitation of the Granger laws. This 
legislation has been sufficiently described, and will not again be re- 
ferred to. 


The Massachusetts Railroad Commission of 1869 


A second type of regulatory enactment which Congress could have 
duplicated if it had so desired, was that initiated by Massachusetts 
and followed by some other Eastern states. ‘The Massachusetts 
statute of 1869 has been highly praised. The railroad commission 
which it established consisted of three men appointed by the Gov- 
ernor for three-year terms, with power to prescribe the form of 
annual return rendered by railroad corporations, to supervise the 
railroads “with reference to the security and accommodations of the 


’ and to undertake certain duties of inspection, investigation, 


public,’ 
arbitration, and report. The Commission was subsequently given 
authority to prescribe a system of accounts which every corporation 
operating a railroad was required to follow. No railroad could be 
opened for use until the board had examined it and certified that the 


laws relating to its construction had been observed, and that it ap- 
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peared to be in a safe condition. No railroad could be constructed 
across another at the same grade or across navigable waters with- 
out the consent of the commissioners. No railroad corporation might 
locate or construct its road until a sworn estimate of the cost of con- 
struction had been submitted to the board and the board had been 
satisfied that a certain amount of the stock had been paid in. 

The commission had supervision of the relocation of freight and 
passenger stations. It could revise the tariff for the care and car- 
riage of milk. It could regulate the fares established by street rail- 
road companies, but not so as to reduce their profits below a certain 
percentage upon the cost of the road. It could make rules regulating 
the transportation of explosives, the violation of which subjected a 
corporation to heavy penalties. It could approve of the use of certain 
mechanical appliances and by written notice revoke such approval. 
It could fix the route of a railroad in a city or town when the town 
or city authorities could not agree with the directors of the railroad 
concerning it. 

The positive powers of the Massachusetts Railroad Commission 
have been emphasized in the foregoing enumeration in order to show 
that the Commission was not, as is sometimes assumed, merely an 
investigating and reporting agency. Its position in the group of 
American regulatory bodies has been determined, however, rather 
by what it could not, than by what it could, do. Notably, the Com- 
mission could not fix a rate, or require a railroad to change its 
methods of operation or add to its equipment, or generally enforce 
existing laws, except by investigation and presentation of facts to the 
state attorney-general for such action as he might deem expedient or 
by inclusion of its conclusions in an annual report to the legislature. 

These characteristics of the law earned for the Massachusetts 
Commission the name of a weak, or advisory, commission as con- 
trasted with commissions exercising mandatory powers over railroad 
rates, as in Wisconsin and in Illinois. It is much to the credit of the 
Massachusetts body that, with limited powers, it attained for itself 
a position of influence which gave its advice weight. Much greater 
authority in the hands of the California Commission eleven years 
later led to less beneficent results. The Massachusetts Commission 
is credited with causing the introduction of improvements and econo- 
mies in the railroads in Massachusetts, such as the automatic block 
system, ccntinuous or train brakes, and gradual elimination of grade 
crossings, with the reform of the system of railroad bookkeeping in 
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the state, and with bringing about a steady decline in the average 
passenger and ton-mile receipts upon Massachusetts railways.? 

Doubtless it had some influence in these matters. It should be 
observed, however, that much of the Commission’s achievement lay 
in the fields in which it possessed positive authority, and that the 
tendency to rate reductions in Massachusetts during the ’seventies 
and ’eighties, to which its friends allude, and which it had no author- 
ity to enforce, was by no means confined to the railroads which lay 
within its jurisdiction and probably resulted from causes over which 
it had little control. The trend of regulatory development in the 
United States has been in the direction of the strong rather than in 
that of the weak commission, and the Massachusetts type has not 
maintained itself even in the state whose name it bears. 


The English Railway and Canal Commission of 1873 


Still a third source of instruction lay in English experience. In 
England the necessity for some kind of national control over railroad 
corporations had been felt even earlier than in the United States. 
We may anticipate the discussion in Chapter XXX by mentioning at 
this point, first, the English Consolidation of Clauses Act of 1845, 
which laid down standard terms for the guidance of Parliament in 
granting charters, then the Act for the Better Regulation of the Traf- 
fic of Railways and Canals, passed in 1854, and finally, the Act erect- 
ing a Railway and Canal Commission, passed in 1873. 

The English law of 1854 prohibited extortion and discrimination 
in general terms, and required railways and canals to afford reason- 
able facilities to each other and to the public. The principal duty 
of the Commission of 1873 was to hear complaints and to determine 
controversies arising under the earlier law. Within these limits the 
Commission had the power to render binding decisions, which the 
English courts would enforce. This was a greater power than the 
Massachusetts Commission ever exercised. On the other hand, the 
English Parliament had not, in 1873, prescribed schedules of max- 
imum railroad rates except through charter provisions, and the Eng- 
lish Commission did not, like some of the Western American com- 
missions, possess the general rate-fixing power. 

By 1887, therefore, Congress had not only an incentive to imme- 
diate action in the Wabash decision of 1886, but it was able to draw 
upon the experience of American and English legislation running over 


‘Hendrick, Railway Control by Commissions, 1900; Crafts, “The Massachusetts 
Railroad Commission,” Engineering Magazine, x, 286, 1895. 
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a period of more than fifty years, and it was pushed forward by an 
aroused public opinion, offended by current railroad practices, and 
strongly in favor of an increased measure of public control over the 
railroad industry. It is not surprising that these circumstances led 
to the enactment of an interstate commerce law. 


The Interstate Commerce Act of 1887 


The attempt will now be made to summarize in a few pages the 
important provisions of the Act to Regulate Commerce, up to but not 
including the Transportation Act of 1920. The reader is asked to 
remember that this law began as a comparatively simple statute 
designed to supplement state law, but that it has grown to a code 
of over two hundred pages, closely linked to a considerable body of 
decisions by state and federal courts which deal with questions of 
interpretation or pass upon points of constitutional law. For con- 
venience, the discussion in this chapter will be divided into two parts: 
first, presentation of the significant clauses of the Act to Regulate 
Commerce as passed in 1887; and, second, enumeration, and classi- 
fication of amendments up to the passage of the Transportation 
Act of 1920. A third section, containing the analysis of the Amend- 
ment of 1920 and the consideration of the work of the Interstate 
Commerce Commission, as expressed in its recent reports, will be 
postponed to later pages of this book. 

The principal provisions of the Interstate Commerce Act of 1887 
were as follows: 


Scope of the Law 


“The provisions of this act shall apply to any common carrier 
or carriers engaged in the transportation of passengers or prop- 
erty wholly by railroad, or partly by railroad and partly by 
water when both are used, under a common control, manage- 
ment, or arrangement, for a continuous carriage or shipment 
from one State or Territory of the United States, or the District 
of Columbia, to any other State or Territory of the United 
States, or the District of Columbia, or from any place in the 
United States to an adjacent foreign country, or from any place 
in the United States through a foreign country to any other 
place in the United States, and also to the transportation in 
like manner of property shipped from any place in the United 
States to a foreign country and carried from such place to a 
port of transshipment, or shipped from a foreign country to any 
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place in the United States and carried to such place from a 
port of entry either in the United States or an adjacent foreign 
country: Provided, however, That the provisions of this act 
shall not apply to the transportation of passengers or property 
or to the receiving, delivering, storage, or handling of property, 
wholly within one State, and not shipped to or from a foreign 
country from or to any State or Territory as aforesaid. 
“The term ‘railroad’ as used in this act shall include all bridges 
and ferries used or operated in connection with any railroad, 
and also all the road in use by any corporation operating a rail- 
road, whether owned or operated under a contract, agreement, 
or lease; and the term ‘transportation’ shall include all instru- 


mentalities of shipment or carriage... . ” 


The new law applied to the carriers who handled the different 
varieties of transportation usually called interstate or foreign. After 
1887 there could be no question but that authority in the states with 
respect to this commerce did not exist. The scope of Paragraph 2 
of the Act has been greatly extended since 1887, as will presently 


appear. 


Reasonableness of Rates 


“All charges made for any service rendered or to be rendered 
in the transportation of passengers or property as aforesaid, or 
in connection therewith, or for the receiving, delivering, stor- 
age, or handling of such property, shall be reasonable and just; 
and every unjust and unreasonable charge for such service is 
prohibited and declared to be unlawful.” 


This statutory declaration added nothing to the common-law rule, 
but operated to confer jurisdiction over questions of reasonableness 
upon the Commission later to be erected. It is significant that Con- 
gress did not embody a schedule of maxima in the law. It was much , 
wiser to lay down a principle and to rely upon administrative action 
for the application of the principle to concrete cases. 


Facilities 
“Every common carrier subject to the provisions of this act 
shall, according to their respective powers, afford all reasonable, 
proper, and equal facilities for the interchange of traffic between 


their respective lines, and for the receiving, forwarding, and 
delivering of passengers and property to and from their several 
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lines and those connecting therewith, and shall not discriminate 
in their rates and charges between such connecting lines; but 
this shall not be construed as requiring any such common carrier 
to give the use of its tracks or terminal facilities to another car- 
rier engaged in like business.” 


The facilities clause of the Interstate Commerce Act was taken, 
with some modifications, from the English Railway and Canal Traffic 
Act of 1854. It has proved comparatively ineffective. The American 
public has not suffered from any unwillingness of the railroads to 
develop through traffic, although, on the other hand, common carriers 
have picked and chosen among their connections, almost at will. 
It is only since 1910 that the Interstate Commerce Commission 
has had full authority to establish through routes and to compel 
their unrestricted operation. 


Discrimination 


“That if any common carrier subject to the provisions of this 
act shall, directly or indirectly, by any special rate, rebate, 
drawback, or other device, charge demand, collect, or receive 
from any person or persons, a greater or less compensation for 
any service rendered, or to be rendered, in the transportation 
of passengers or property, subject to the provisions of this act, 
than it charges, demands, collects, or receives from any other 
person or persons for doing for him or them a like and con- 
temporaneous service in the transportation of a like kind of 
traffic under substantially similar circumstances and conditions, 
such common carrier shall be deemed guilty of unjust discrimi- 
nation, which is hereby prohibited and declared to be unlawful. 

“That it shall be unlawful for any common carrier subject 
to the provisions of this act to make or give any undue or un- 
reasonable preference or advantage to any particular person, 
company, firm, corporation, or locality, or any particular de- 
scription of traffic, in any respect whatsoever, or to subject any 
particular person, company, firm, corporation, or locality, or 
any particular description of traffic, to any undue or unreason- 
able prejudice or disadvantage in any respect whatsoever.” 


The language of the two preceding paragraphs, like that relating 
to “facilities” is reminiscent of the English Act of 1854. The Eng- 
lish law was, however, much briefer. Attention should be called to 
the fact that only “undue” or “unreasonable” preferences were pro- 
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hibited, also to the conception of preference for or against localities 
as distinct from preference for or against the persons who live in 
localities. 


Long and Short Hauls 


The provisions of the Interstate Commerce Act on the subject 
of greater charges for shorter than for longer hauls have been fully 


discussed in Chapter XV. 


Anti-pooling Clause 


“That it shall be unlawful for any common carrier subject 
to the provisions of this act to enter into any contract, agree- 
ment, or combination with any other common carrier or car- 
riers for the pooling of freights of different and competing rail- 
roads, or to divide between them the aggregate or net proceeds 
of the earnings of such railroads, or any portion thereof; and 
in any case of an agreement for the pooling of freights as afore- 
said, each day of its continuance shall be deemed a separate 
offense.” 


Pools were unenforceable, but not illegal at common law. The 
railroads maintained that competition would force them to discrimi- 
nate unless they were allowed to pool, and the argument has some 
force. In later years, as we have seen, the opposition to pooling 
has subsided, but in 1887 public opinion regarded agreements be- 
tween railroads as a prelude to extortion, and state and national 
legislatures alike believed that they must be suppressed. The ex- 
perience upon which this opinion was based was American experience, 
and the anti-pooling clause is an American contribution to the prac- 
tice of railroad regulation. The student may review earlier chap- 
ters of this book for facts regarding the history and operation of pools 
in the United States before. 1887. 


Interstate Commerce Commission 


“That a Commission is hereby created and established to be 
known as the Inter-State Commerce Commission, which shall be 
composed of five Commissioners, who shall be appointed by: 
the President, by and with the advice and consent of the Sen- 
ate. ‘Ihe Commissioners first appointed under this act shall 
continue in office for the term of two, three, four, five, and six 
years, respectively, from the first day of January, anno Domini 
eighteen hundred and eighty-seven, the term of each to be 
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designated by the President; but their successors shall be desig- 
nated for terms of six years. . . . Not more than three of the 
Commissioners shall be appointed from the same political party. 
No person in the employ of or holding any official relation to 
any common carrier subject to the provisions of this act, or own- 
ing stock or bonds thereof, or who is in any manner pecuniarily 
interested therein, shall enter upon the duties or hold such 
office. Said Commissioners shall not engage in any other busi- 
ness, vocation, or employment... . 

“That each Commissioner shall receive an annual salary of 
seven thousand five hundred dollars. . . . The Commission shall 
appoint a secretary who shall receive an annual salary of three 
thousand five hundred dollars. . . . The Commission shall have 
authority to employ and fix the compensation of such other 
employees as it may find necessary to the proper performance 
of its duties.” 


Comparison of the Interstate Commerce Commission with Other 
Commissions 


The tabular statement on the following page compares the Inter- 
state Commerce Commission with respect to term of office, salary, 
and number of commissioners, with a selected list of other established 
railroad commissions with which Congress was familiar in 1887: 

Of the selected representative railroad commissions included in this 
table, the English and the Massachusetts Commissions were men- 
tioned at the beginning of this chapter. The Connecticut Commission 
was an example of a group of supervisory organizations early estab- 
lished in New England in order to lessen the number of railroad 
accidents and to supply the legislature with certain types of informa- 
tion, and the remaining bodies were more or less the direct result of 
the Granger agitation of the ’seventies. The resemblance between 
these various state commissions and the new federal body is sufh- 
ciently close to show that Congress was treading upon well-beaten 
ground. It certainly followed the standard practice of the time in 
making the Interstate Commerce Commission an appointive rather 
than an elective body, while the comparatively liberal salary fixed 
in the Interstate Commerce Act and the comparatively long tenure 
of federal as contrasted with state commissioners was a natural recog- 
nition of the larger responsibilities which the former were compelled 
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COMPARISON OF THE INTERSTATE COMMERCE COMMISSION OF 1887 WITH OTHER 
COMMISSIONS ESTABLISHED IN THE UNITED STATES AND IN ENGLAND PRIOR 
TO THAT TIME 


Year Number 


estab- of Tenure How 
Name of Commission lished members (Years) Salary Chosen 
United States Interstate 
Commerce Commission 1887 5 6 $7,500 App’td by 
President 
English Railway and Canal 
Comanission™ ce. .< a 1873 3 r 15,000 Appt’d by 
King 
Connecticut Railroad 
Commissioners........ 1853 3 3 $3 per Appt’d by 
day Governor 
Massachusetts Board of 
Railroad Commissioners 1869 3 3 4,000 Appt’d by 
Governor 
Illinois Railroad and Ware- 
house Commission..... 1871 3 2 3,500 Appt’d by 
Governor 
Minnesota Railroad Com- 
missioners.......- Soe SROs 3 2 3,000 Appt’d by 
Governor 
Iowa Railroad Commis- 
SiONEeTSbae score Lace 1878 3 3 3,000 Appt’d by 
Governor 
California Board of Rail- f 
road Commissioners.... 1880 3 4 4,000 Elected 
Georgia Railroad Commis- 
NdeB ION a srr aecare aa, Ka I 1879 3 6 2,500 Appt’d by 
Governor 
Wisconsin Railroad Com- 
TMAH, A aadnoneshe ba 1874 3 3 1,250 Appt’d by 
Governor 


to bear and the evident necessity of enlisting the service of able men 
in the administration of the interstate commerce law.? 
In 1906 the membership of the Interstate Commerce Commission 


1The English Act of 1873 authorized salaries not to exceed 3,000 pounds annually. 
The tenure of the commissioners was not directly fixed, but the term of the law of 
1873 was set in the Act itself as five years, and thenceforth until the end of the next. 
session of Parliament. This set a minimum of five years upon the tenure of the 
commissioners, although with the possibility of a longer term of office. As a matter 
of fact, the Commission of 1873 was continued from year to year until 1888. In 
1888, the fundamental law governing the Commission was changed, but one of the 
original members, Sir Frederick Peel, continued, nevertheless, in office until ToOs sea 
term of thirty-two years. 


The salary of a member of the United States Congress was, in 1887, only $5,000. 
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was enlarged to seven, the salaries were increased to $10,000 an- 
nually, and the term of office was made seven years.) | 

Two more members were added in 1917,” and two more in 1920,° 
when salaries were raised to $12,000, where they now stand. The 
Commission now consists of eleven members, holding office for seven 
years. ; 

According to the Act of 1887, the Interstate Commerce Commis- 
sion had the following powers with regard to common carriers sub- 
ject to the Act to regulate commerce: 

1. To inquire into the management of the business of common 
carriers. 

2. To require annual reports. 

3. To require a uniform system of accounts, and to prescribe the 
manner in which such accounts shall be kept. 

4. To hear complaints or to make investigations relating to vio- 
lations of the act. 


Penalties and Procedure 


The original law of 1887, as amended in 1889, provided penalties 
of fine not to exceed $5,000, or, in case the offense was an unlawful 
discrimination, also of imprisonment not to exceed two years for 
violation of the Act. Both penalties were applied to officers and 
employees of railroad corporations rather than to the corporation 
itself, for reasons which are obvious, at least where imprisonment 
is concerned, and to officers or agents of corporations who delivered 
property to railroads for transportation, and knowingly and wilfully, 
by false billing, false classification, etc., obtained transportation at 
less than the established rates. Besides this, damages could be 
recovered from the carrier by injured parties. 

The procedure in case of complaint required, first, a petition to 
the Commission by a proper party alleging violation of the Act; 
then followed an investigation by the Commission, and a finding 
of facts as the Commission discovered them to exist. This finding 
could then serve as prima facie evidence of the facts found in a jury 
trial in court following indictment of the accused. Or, in cases which 
did not involve misdemeanors, the Commission’s report was to be 
communicated to the offending carrier with an order to desist from 
the practices found to be illegal. In case the carrier failed to obey, 
the Commission was then to apply to the Circuit Court having juris- 
diction for a restraining order. The Court was expected to make 


1 34 Stat. 548. 2 40 Stat. 270. SAM Stat, 49776 


<7 
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appropriate inquiries, using the Commission’s report as prima facie 
evidence, and, in the event that the Court was satisfied that the 
carrier was in disobedience of the Act, the restraining order asked 
for was to issue, and the carrier was to be penalized in case of further 
failure to conform. 

The Commission did not have power to prescribe schedules of 
rates, nor even to order a carrier to put a named rate into effect in 
order to settle a particular controversy, although for a time the 
Commission believed that it had the latter power. Its authority 
was limited to requiring a carrier to desist from unreasonable or 
discriminatory rates or practices. It therefore stood, with respect 
to power, between the advisory type of railroad commission exempli- 
fied by the Massachusetts Board, and the mandatory railroad com- 
missions of Illinois and Wisconsin. 


Miscellaneous Provisions 


Other clauses of the Act of 1887 called for publicity of railroad 
tariffs, stipulated for ten days’ notice of advances in rates, provided 
for assessment of damages, for an annual report by the Commission 
to the Secretary of the Interior, and for other matters, generally 
of minor importance.? 

While statutory regulation of common carriers began, in this 
country, in the several states, and while it was as a result of state 
legislation that the authority of American legislatures over railroad 
corporations became firmly established, the further development of 
the technique of railroad control took place principally in connection 
with the federal law from which extracts have just been given. In- 
deed, even the later recrudescence of the state railroad commission 
idea marked a borrowing back of the results of federal experience 
by the states, much as the initiation of federal control benefited by 
the still earlier experience of the American commonwealths. 


Enumeration of Amendments to the Act to Regulate Commerce 


The first amendment to the Interstate Commerce Act was in 
1889. Other amendments followed in 1903, 1906, 1910, and 1920, 
It should be remembered that Congress, in addition to the statutes ~ 
mentioned, has also frequently amended the Interstate Commerce 
Act by indirection. This was done, for instance, in the Acts of 1891 
and 1893 relative to testimony before the Interstate Commerce 


‘In 1889 the Interstate Commerce Act was amended so as to require three days’ 
notice of a reduction in rates, as well as ten days’ notice of an advance. 
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Commission, as well as in the Act of 1895 authorizing the issue of 
joint interchangeable 5,000-mile tickets. The last of these laws was 
intended to furnish a direction to the Interstate Commerce Commis- 
sion, the others enabled it to compel the testimony of witnesses 
without running counter to the constitutional provisions against 
forced testimony. 

Much, indeed, of the present staff of the Interstate Commerce 
Commission is employed in duties which were no part of the Com- 
mission’s functions as originally conceived. This, for instance, is true 
of regulation under the boiler-inspection Act, the safety-appliance 
Acts, the so-called Ashpan Act, and the Hours-of-service Act. In 
these instances the Commission has been selected as the appropriate 
agent to carry out new purposes entertained by Congress. The 
same can be said of the duties imposed upon the Commission of 
cooperating with the Shipping Board in developing port and trans- 
portation facilities in connection with water commerce, of determin- 
ing the limits of zones of standard time, and of enforcing the Clayton 
Anti-Trust Act in so far as applicable to common carriers. Like 
Shaw’s Swiss soldier, the Interstate Commerce Commission has done 
its regular work so well that additional tasks have been piled upon it. 


Summary Statement of Important Amendments to the Act to 
Regulate Commerce P 
Act of 1889 

The changes in this Act were in some instances little more than 
verbal. Thus tariffs were to be posted in two public and conspicuous 
places in each depot instead of being only “kept;” they were to be, 
in addition, “accessible to the public,” and they were to be placed 
where they could be conveniently inspected. ‘The Commission was 
also now for the first time authorized to hire offices and to publish 
its reports. 

The amendment of 1889, however, also did a few things of greater 
importance. Thus, it stipulated for three days notice of declines in 
rates. It made some changes in the procedure for enforcement of 
the law, and it introduced for the first time the penalty of imprison- 
ment for certain offenses defined in the Act. 


Act of 1903 
The Act of 1903 is popularly known as the Elkins Act; its chief 


provisions were as follows: 
1. The Elkins Act removed the penalty of imprisonment inserted 
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in the Act to Regulate Commerce by amendment in 1889, substi- 
tuting fines ranging from $1,000 to $20,000 for each offense. 

2. The fines contemplated by the new law were made assessable 
against offending railroad corporations, as well as against their 
officers and employees, and the corporation was made liable for any 
acts which, if committed by its officers or employees would render 
these latter guilty of a misdemeanor. The personal liability of cor- 
poration servants was, however, still retained. 

3. It was made unlawful to receive as well as to give rebates or 
other concessions in rates. This provision is to be compared with 
the more limited clauses of the older law penalizing consignors or 
consignees who obtained transportation at less than the established 
rates by means of false billing, false classification, or similar decep- 
tion. 

4. Prosecution of violations of the Act was made easier in two 
ways. In the first place, the Elkins Act forbade all concessions which 
resulted in the carriage of property at less than the published rates, 
thus simplifying the proof in cases in which discrimination was 
charged by making it unnecessary to show that one shipper had 
paid less than his neighbor if it appeared that he had paid less 
than the published rate; and secondly, the new law allowed suits 
to be prosecuted in any court of the United States having jurisdiction 
of crimes within the district through which the transportation in 
question might have passed, as well as in the district in which the 
violation of law took place. 

The Elkins Act proved distinctly helpful in the administration of 
the Act to Regulate Commerce, even though subsequent legislation 
reintroduced the penalty of imprisonment which it took out of the 
law. It was, nevertheless, only a statute of detail, making no great 
change in either the theory or the practice of regulation. 


Act of 1906 


This law is known as the Hepburn Act, from its sponsor in the 
House of Representatives. It was the most important regulatory 
railroad statute passed between 1887 and 1920. 

The Hepburn Act made no change in the wording of the para-_ 
graphs relating to reasonableness of rates, facilities, discrimination, 
long and short hauls, and pooling, as quoted in previous pages of 
this chapter, nor in the Elkins Act, except as subsequently men- 
tioned. ‘These clauses continued to express the underlying purposes 
of federal regulation. 


THE ACT TO REGULATE COMMERCE 499 


There were, however, important changes in other sections of the 
law. We have already noticed that the Interstate Commerce Com- 
mission was enlarged in 1906 and the salaries of its members raised, 
The jurisdiction of the Commission was at the same time more 
explicitly defined so as to include within its scope many railroad 
activities or activities of organizations connected with railroads about 
which there was the possibility of dispute. Thus the Commission’s 
authority over express companies was now for the first time men- 
tioned in the law, as was that over railroad switches, spurs, terminal 
facilities, sleeping-car companies, pipe lines, and private cars, while 
its jurisdiction over all services rendered in connection with the 
elevation and transfer in transit, ventilation, refrigeration, or icing 
of property transported, as well as over receipt, delivery, and storage, 
was explicitly recognized. The Commission could doubtless have 
regulated these various agencies and facilities in any case if regula- 
tion had been necessary to effective control over other subjects form- 
ally and directly intrusted to its care, yet the matter admitted of 
doubt in particular cases, and it was well to have it settled. 

The Hepburn Act also gave to the Interstate Commerce Com- 
mission the power to fix a maximum railroad rate. This was an 
important advance, in some respects the most important accom- 
plished by the Act of 1906. Thirty day’s notice was now required 
either for a reduction or for an advance in rates. 

The Hepburn Act added to the discrimination provisions of the 
earlier laws both by enlarging the jurisdiction of the Interstate Com- 
merce Commission and in three other ways as well: 

1. For the first time the issue of passes was specifically forbidden. 
The original Act of 1887, as amended in 1889, had prohibited dis- 
crimination only, in general terms, with the proviso that nothing 
in the Act should prevent the free carriage of certain enumerated 
classes of persons. The Hepburn Act now dealt with the pass evil 
directly, while at the same time it relisted and extended the excep- 
tions. The list of persons to whom passes might be issued now in- 
cluded officers and employees of the pass-issuing roads and their 
families, ministers of religion, inmates of homes for sailors and sol- 
diers, mail-service employees, and a considerable group of other 
parties. The issuance of passes to persons upon the list was, of 
course, only permissible, not compulsory. 

2. The penalty of imprisonment, removed by the Elkins Act, was 
restored, and made applicable to both the receiver and the giver 
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of a rebate, while the recipient of the favor was required, as well, 
to forfeit three times the value of the consideration received. 

3. The law now expressly forbade one practice out of which dis- 
crimination had grown in the past—namely, the mining and trans- 
portation of coal by companies which owned and operated both 
railroads and mines. The clause of the Hepburn Act relating to 
such common activities is known as the “Commodity Clause.” It 
has had a somewhat checkered history, and has been only partially 
effective, but it was intended to, and to some extent has, operated 
to prevent discrimination. 

With respect to law enforcement, the Hepburn Act also made 
significant changes. Under this new law, as under the original Act 
of 1887, the Commission might act upon its own initiative, or upon 
complaint. When proceedings resulted in an order by the Com- 
mission requiring a carrier to pay money to injured persons, this 
order was enforceable in court, where it was handled like any other 
civil suit for damages. The difference between this and earlier proce- 
dure was immaterial. 

But in cases where the Commission’s order was not for payment 
of money, but called upon the carrier for some other action such 
as the reduction of a rate, the order now became effective within 
the time limit set in the order, unless suspended by court action, 
and penalties ran from the effective date of the order. The dif- 
ference between this and the preceding rule was that the carrier was 
forced to take the initiative in order to prevent the Commission’s 
order from becoming effective, while under the old procedure the 
Commission was forced to apply to the courts before its decision 
could be enforced, and penalties began only with the issuance of a 
court decree. The difference was technical, but important. 


Act of 1910 


The principal changes introduced by the Mann-Elkins Act of 1910 
related to the following points: 

The long- and short-haul clause of the Act of 1887 was amended 
by the excision of the words “under substantially similar circum- 
stances and conditions.” ‘This seemingly unimportant alteration 
had the effect of reviving a section of the statute which, by reason — 
of court decisions, had lost most of its original significance. A full 
discussion of the changes in Section 4 of the Interstate Commerce 
Act, with illustrations of the types of rate-making to which the clause 
refers has already been presented in Chapter XV. 
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The Interstate Commerce Commission was now given the power 
to suspend proposed changes in rates or classification for 120 days, 
pending investigation of the reasonableness of the change. If hear- 
ings with respect to the new rates were not completed within the 
120 days, the Commission was authorized to continue suspension for 
a further period of six months (reduced in 1920 to thirty days) 
after which time the changes were to become effective unless the 
Commission should meanwhile disapprove of them. 

This clause was based upon the belief that the public was insuf- 
ficiently protected by the shipper’s right to protest against new rates 
as unreasonable and ultimately to recover, if successful in his pro- 
test, the difference between the new and the old rate upon the ship- 
ments made during the period of litigation. For if the shipper 
protected himself against the change in rates by an advance in the 
price of his goods during the interim period, the burden was, at 
least in part, borne by the purchaser, and the shipper was not en- 
titled to full reparation. While if the shipper was prevented from 
making sales, and did not ship by reason of the higher rates, he 
suffered a loss, but had no legal basis for a claim for reparation. 
These considerations, together with the additional reflection that 
the presumption of reasonableness attached rather to rates actually 
in force than to rates newly proposed, led Congress to empower the 
Commission to maintain rates upon the old basis during the period 
of investigation, when changes were proposed upon which the in- 
terested parties could not agree. 

A Court of Commerce was created, with exclusive jurisdiction of 
the following types of cases: 

1, All cases for the enforcement of any order of the Commission 
other than for the payment of money, where enforcement did not 
involve the collection of a forfeiture or penalty, or the infliction of 
criminal punishment. 

2. All cases brought to enjoin or set aside in whole or in part any 
order of the Commission. 

3. Suits brought under the Elkins Act to enjoin illegal discrimina- 
tions or departures from published rates. 

4. Suits brought under Section 20 of the Act to Regulate Com- 
merce, praying for the issuance of writs of mandamus, to compel 
the filing of proper reports or the keeping of prescribed accounts, 
and under Section 23, to compel the movement of interstate traflic 
or the furnishing of facilities. 

The Court of Commerce was designed to take the place of the 
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federal circuit courts in the adjudication of cases falling within the 
definitions of the preceding paragraphs. Appeals lay directly to the 
Supreme Court of the United States. The Commerce Court was 
manned by five judges, newly appointed by the President of the 
United States, with salaries of $8,500 each. It was hoped that the 
substitution of one trial court for many would promote uniformity of 
decision, reduce delay, and develop expertness on the part of the 
judges concerned. The court was not, however, successful, and it 
was abolished by Act of October 22, 1913.1 

Besides the sections mentioned, the Act of 1910 contained clauses 
relative to the routing of freight, the misquotation of rates, the regu- 
lation of the issuance, forms, and substance of tickets, bills of lading, 
etc., and other minor provisions which it is not necessary to describe. 


Act of 1920 


The last, and in many respects the most important, legislation 
with respect to the federal regulation of railroads and other inter- 
state carriers in the United States was passed in the year 1920, fol- 
lowing the conclusion of the World War and slightly preceding the 
return of the railroads to private management on March I, 1920. 


This statute will be discussed in Chapter XAIX. 
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CHAPTER ER £eV TI 
RAILROAD ORGANIZATION IN TIME OF WAR 


Railroads Little Used in Actual Battle 


All previous legislation with respect to railroads in the United 
States was profoundly affected by the entrance of the United States 
into the World War in April, 1917. Indeed, the magnitude of this 
European conflict, and the increasing probability, as time went on, 
that the United States would become involved, caused some legisla- 
tion to be passed and some preliminary action to be taken by the 
carriers even before the United States was formally at war. 

In surveying the part which railroads played in the conflict of 
1914-18, one is struck by several significant facts. 

Generally speaking, railroads were not used in actual battle. 
There were, it is true, some exceptions to this, such as the use of 
armored cars and the transportation and firing of heavy artillery 
along prepared tracks. For the most part, however, the compara- 
tive immobility of the railroad line and the high serviceability of 
railroad track and equipment in indirect military or nonmilitary 
use led to the employment of railroad facilities well behind the firing 
line rather than in the immediate presence of the enemy. More- 
over, speaking again in a large way, the area of actual conflict in the 
World War was always small. It comprised only a narrow fringe 
separating the fighting forces, behind which were the great organized 
districts in which men were assembled, trained, armed, and prepared 
for action, and supplies produced, gathered, and placed convenient 
for distribution. Indeed, in countries such as the United States and 
Great Britain, the use of railroads in a direct military way was in 
the nature of things impossible. 


Military Services of Railroad Organizations 


Apart, therefore, from a minimum use of railroad facilities in actual 
conflict, and omitting also, as outside the picture, the normal service 
of the railroads during war time in supplying the peace-time needs 
of their communities which continued in time of war, the chief ac- 
tivities of the railroads between 1914 and 1918 may be listed as fol- 
lows: 

1. The movement of troops and their immediate equipment be- 
hind the fighting lines, and from the rear to points sufficiently near 
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to the fighting lines to permit of the completion of the trip by foot 
or by automobile. ‘These movements included, in the first instance, 
the work of mobilization or the initial organization of armies, and 
then later the work of maneuver. When armies were on the march, 
the railroads also aided such displacements. 

Naturally, the service of troop transportation was heaviest in 
France, where most of the fighting took place, and in Germany, a 
country which not only had a problem of mobilization, but also 
carried out from time to time a shifting of forces from one to the 
other of her various fronts. 

2. The evacuation of wounded. A steady stream of wounded 
men moved back from the front to dressing stations, evacuation 
hospitals, and then by train to distributing centers located at some 
distance from the firing line. In England, medical depots were 
established at the larger ports for the landing of wounded from the 
fleet, and ambulance trains were prepared for the service of these 
towns as well as for the movement of sick or wounded from the 
naval base in Scotland to southern points, or on other service as 
needed. 

3. The transportation of munitions and supplies to the front. 
The volume of this movement was at all times impressive, especially 
during the later years of the war. 

4. The intensive service of industry and agriculture so as, in each 
country, to increase to the utmost the production of food, munitions, 
miscellaneous war supplies, and the raw materials necessary to main- 
tain this output at a maximum. ‘This movement, as well as that 
referred to in the preceding paragraph, was certainly as heavy in 
the United States as in any of the other countries engaged in the 


World War. 


Advantages of Government Operation in Time of War 


The successful operation of a railroad net for war purposes de- 
mands a very high degree of subordination of private interest to the 
accomplishment of a national purpose. It, therefore, can usually 
be best accomplished through direct government control. The ad- 
vantage of government management is accentuated by the fact 
that the needs of war make unequal demands upon different parts 
of a railway system. There are inevitably diversions of traffic which 
tend to increase the traffic and earnings of some railways and at the 
same time tend to decrease the earnings of others. Doubtless rail- 
road owners must expect, like other citizens, to make sacrifices for 
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the common good, but they may properly object to burdens that 
are disproportionate to the load which other classes in the com- 
munity are called upon to bear. On the other hand, war should 
not become a source of profit to anybody, and increased railroad 
earnings by reason of the movement of military traffic are objec- 
tionable. This again argues for government management, or, at 
least, for rigid government control. 


War Organization in Germany 


The problem of railroad management in the principal European 
countries was handled during the war consistently with the princi- 
ples above laid down. The solution was simplest in Germany, where 
the railroad net was almost entirely state owned before the outbreak 
of hostilities. Here the change which occurred was merely that of 
transferring supreme authority from the governments of the Ger- 
man states such as Prussia and Bavaria to an Imperial Inspector- 
General of Railroads. Operation continued in the hands of the old 
civil personnel except in the theater of war, where the military au- 
thorities assumed full control. The direction of affairs was every- 
where intrusted, however, to representatives of the nation as a whole 
as distinguished from representatives of sections. Since the costs 
of railroad operation even in peace time were chargeable to public 
funds, no hardship to private property-owners resulted from the 
changes which were made. 


War Organization in France 


In France, unlike Germany, most of the railroads were privately 
owned before the war. Here also, however, the government took 
over the responsibility of operation at the outbreak of the war. Rail- 
roads in the field of activity of the different army groups were 
placed under the control of a director of military transport ap- 
pointed by the Commander-in-chief in consultation with the Minis- 
ter of Public Works. Other lines took orders from a section of 
the General Staff, which at first reported to the Ministry of War, 
but which, by successive steps in 1916, 1917, and 1918, was placed 
under the authority of the Minister of Public Works. The theory 
of the supremacy of the Minister of War seems to have been re- 
tained, but this officer delegated a certain portion of his war-time 
authority to his colleague in the ministry.! Obviously the latter 


'Thevenez, René, “La legislation et le jurisprudence des voies ferrées de 1914 a 
1920." Annales des chemins de fer et tramways, June, 1920. Even at the beginning 
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possessed an organization more familiar with railroad affairs than 
the War Department could supply, and it was the part of wisdom to 
continue to make use of his facilities. The peace-time personnel 
of the railroad companies was, in so far as was possible, retained. 
Not unnaturally there were heavy deficits, but these were ultimately 
assumed by the national government. 


War Organization in England 


Railroads in England were historically less closely associated with 
the government than railroads in Germany or in France, and some 
hesitation might have been expected in this country over the seizure 
of the transportation system by public agents. As a matter of fact, 
there was no hesitation whatsoever. War was declared on August 
4, and on the same day the government issued an Order in Council 
stating that it was expedient that the government should have con- 
trol over the railways in Great Britain, and announcing that this 
control would be exercised through an executive committee of gen- 
eral managers acting under the chairmanship of the president of the 
Board of Trade. The Irish railways were not taken over until 
later. In practice, the committee of general managers left the routine 
management of British railroads to the peace-time organizations 
of the several companies, but exercised authority over all railroad 
questions that had a bearing on national requirements in prosecu- 
tion of the war. 

In order to protect the interests of the owners of British railway 
securities, the government undertook to compensate the railroads 
for any loss or injury which they might sustain by reason of gov- 
ernment operation, and also to pay them the sum by which the ag- 
gregate net receipts of the railways, for the period during which the 
government was in possession of them, fell short annually of the 
aggregate net receipts for the year ending December 31, 1913. If 
the net receipts of the companies for the first half of 1914 turned out 
to be less than the net receipts for the first half of 1913, the sum 
payable was to be reduced in the same proportion. This agreement 
was subsequently modified in detail, but in its main outlines the 
arrangement lasted for the period of the war.* 

The war-time experience of Germany, France, and England illus- 


the Minister of War sought the advice of the Minister of Public Works upon certain 
classes of subjects, and the latter continued to act in matters relating to policies of 
permanent control. 

1 Departmental Committee on Railway Agreements, Report and Hopendices; Brit- 
ish Sessional Papers, 1921, vol. xvii, Cd. 1132. 
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trates the tendency everywhere in Europe for the governments of 
belligerent powers to take immediate charge of their systems of 
railroad lines in order to direct their use for military purposes and 
to facilitate the abundant production of commodities needed in the 
prosecution of the war. 


Railroad Committees in the United States, 1915-17 


This tendency made itself felt in the United States more slowly 
than in England or upon the Continent, because the United States 
was farther removed from the seat of war. Moreover, the tradi- 
tion of private operation was stronger in this country than it was 
abroad, and more was expected from private management. Many 
believed, even as late as the end of 1917, that the superior efficiency 
of private control offset the inclination of individual railroads to pull 
apart and the possibility of conflicts between public and private 
interest. 

There was little preparation for war service in the United States 
in 1914 or in 1915. In 1915, the American Railway Association 
set up a Committee of Five on Codperation with the Military Author- 
ities that rendered some service at the time of threatened trouble 
on the Mexican border. About a year later, the Association ap- 
pointed a Commission on Car Service to sit in Washington and to 
work in daily consultation with the Interstate Commerce Commission 
on car-service matters. This Commission, reconstituted in 1917, 
operated through the period of private control, and later became 
the Car Service Section of the United States Railroad Administra- 
tion. Both the Committee on Codperation and that on Car Service 
were able to supply the federal administration with advice, and to 
afford it useful contacts with the railway managements of the coun- 
try. In addition, the Car Service Committee had some authority: to 
add to and to modify car service and per-diem rules. 

In February, 1917, the Special Committee on Coédperation with 
the Military Authorities was enlarged by fourteen members, and in 
April the committee was further enlarged to a membership of twenty- 
five, out of which the chairman was directed to appoint an executive 
committee of five, including himself. The Committee on Car Serv- 
ice was now made a subcommittee of this executive committee. 
The railroads of the country at this time met, through their repre- 
sentatives, at Washington, and agreed to codrdinate their operation 
and to merge their merely individual and competitive activities in 
an effort to produce a maximum of transportation efficiency. The 
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executive committee, or Railway War Board, took the lead in this 
attempt at organization. It had no authority to command, but its 
suggestions were, in advance, secured a sympathetic hearing. 


The Work of the Railway War Board 

Between April, 1917, and January 1,. 1918, American railroads 
thus operated under the guidance of a central committee of railroad 
men, much as did the English railroads during the entire period of 
the war, except for the important difference that the English com- 
mittee had power, while the American committee had none. The 
work of the Railway War Board consisted in part of appeals to 
carriers and shippers to place more tons in a car and in a train, and 
to load and unload more quickly. The problem always before the 
Board was that of securing a maximum use of the country’s railroad 
plant. Besides paying attention to loads and loading, the Board 
made plans for the handling of extraordinary movements, such as 
those incident to the building of cantonments or to the moving of 
troops, undertook to distribute cars, and made suggestions for 
routing calculated to secure direct movements of passengers and 
freight. Congress, meanwhile, afforded some assistance by making 
it a misdemeanor to obstruct, during the war, the orderly conduct 
of interstate or foreign commerce,’ and by enlarging the powers of 
the Interstate Commerce Commission over car service—powers 
which, although not for the moment exercised, could be held in 
reserve and used if and when voluntary codperation should fail.” 

The same Act which penalized the obstruction of commerce dur- 
ing war time also empowered the President to direct that traffic which 
he considered essential to the national defense and security should 
have priority in transportation over railroads, water lines, or other 
means of communication. President Wilson exercised this authority 
in the appointment of Judge R. S. Lovett, one time chairman of 
the Board of Directors of the Southern Pacific Company, as Direc- 
tor of Priority, and Judge Lovett issued a number of orders between 
the date of his appointment on August 18, 1917, and the beginning 
of the period of federal operation at the end of December of the 
same year. 


Reasons Which Made Direct Government Operation Desirable 
in the United States 


While the efforts of the Railroad War Board during the latter 
part of 1917 undoubtedly produced good results, there were certain 
UA Omstatelewe 12,009 lire 2 40 Stat. L. ror, 1917. 
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reasons which, as the months wore on, seemed to make more com- 
plete government control desirable. These reasons may be listed 
as follows: 

1. Private carriers operated in 1917 under several distinct statutes, 
which were, or might become, conflicting. Not only was there a 
possibility of conflict between the priority orders of Judge Lovett 
and the authority which the Interstate Commerce Commission pos- 
sessed over the distribution of railway cars, but preference orders 
were issued by the Army and Navy Departments, as well as by 
Judge Lovett, for the carriage of a very large tonnage of materials 
and supplies of all kinds. This, with the insistence of the food and 
fuel departments of the federal government on the expeditious han- 
dling of traffic in which they were interested, caused the carriers 
considerable embarrassment. And finally, the carriers were all sub- 
ject to a federal law of 1890 forbidding combinations in restraint 
of trade, and were uncertain how far the exigencies of war would 
excuse them in the joint regulation of the movement of passengers 
and freight. 

2. There was some reason to believe that the private interests of 
individual carriers were still hindering the operation of the railroads 
of the country as a single continental railway system. Nor could 
these interests be entirely disregarded until the federal government 
took steps to equalize the unequal burdens which complete subordi- 
nation to the public interest would have imposed upon different rail- 
way lines, 

3. The relations between carriers and their employees were be- 
coming strained. Many of the best employees were being attracted 
from railroad service by the high wage level in outside employment, 
and the rest were restive under the pressure of an advancing price 
level which reduced the purchasing power of the incomes which 
they enjoyed. 

4. The railroads were not able to sell securities to finance neces- 
sary additions to their plant and equipment, nor could they count 
upon being able to buy supplies even when the money was in hand. 

It is not necessary to discuss the concrete evidences of the dif- 
ficulties with which the private railroads of the United States were 
confronted in the latter half of the year 1917. Enough to say that 
they were sufficient to lead to President Wilson’s proclamation of 
December 28, 1917, and to the beginning of a period of federal opera- 
tion, to the consideration of which we will now turn. 
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Beginning of Federal Operation 


Federal operation of the railroads of the United States began at 
twelve o’clock noon on the 28th day of December, 1917. Accord- 
ing to an Act of Congress passed March 21, 1918, it was to con- 
tinue during the war and for a reasonable time thereafter, not 
exceeding one year and nine months following the date of the procla- 
mation by the President of the exchange of ratifications of the treaty 
of peace. Federal control actually terminated upon March 1, 1920, 
by action of the President under his discretionary authority. Gov- 
ernment operation lasted, therefore, for twenty-six months. The 
important features of this experience upon the financial side will 
be presented in this chapter under four heads. Operating policies 
of the administration will be discussed in the chapter that follows. 


Mileage Operated by the Government of the United States 


The presidential proclamation of December announced the as- 
sumption of control over “each and every system of transportation 
and the appurtenances thereof located wholly or in part within the 
boundaries of the continental United States and consisting of rail- 
roads, and owned or controlled systems of coastwise and inland trans- 
portation engaged in general transportation, whether operated by 
steam or by electric power, including also terminals, terminal com- 
panies, and terminal associations, sleeping and parlor cars, private 
cars and private car lines, elevators, warehouses, telegraph and 
telephone lines, and all other equipment and appurtenances com- 
monly used upon or operated as a part of such rail or combined 
rail and water systems of transportation.” 

The proclamation excluded street electric passenger railways, in- 
cluding interurbans, by special mention, doubtless upon the ground 
that street railways were of local interest only. For the same reason 
the federal government never operated the plants of some 855 short- 
line-railroad companies, although these lines were technically taken 
over at the beginning and had, later, to be formally relinquished. 
The total mileage of main-line railroads taken over, excluding the 
so-called short lines, was 241,194 miles.1. The total mileage of steam 
railroads in the United States, on December 31, 1917, was 253,626 
miles. 

The property other than railroad property taken over included 
the Pullman Company car lines; some 25 coastwise and inland steam- 


1 Report of Director-General of Railroads for the calendar year ending December 
RIg22. 
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ship lines; docks, wharves and floating equipment used in harbors 
by railroads; private cars; grain elevators; and three waterworks 
companies. 


Nature of the Relations of the Government of the United States 
to Private Railroads After the Beginning of Federal 
Operation 


Federal control in the United States was an operating control, 
which entailed no change in the ownership of the country’s railroad 
system. In this it followed foreign practice, although the govern- 
ment in this country departed from the precedent set in England, in 
taking direct and active responsibility for the details of operation, 
as well as for the formulation of general policies. 

What happened was that the President appointed a Director- 
General, who in turn appointed subordinates who were responsible 
for the daily use and maintenance of the railroad plant. The line 
of authority descended without a break from the Director-General 
to the track laborer upon the line. It goes without saying, of course, 
that the Director-General adopted for the most part the peace-time 
personnel of the private railroad companies as his own, making 
changes only as the public interest seemed to require. Nevertheless, 
he conceived his position as that of an active executive, not as that 
of a codrdinating and policy-forming agency. The Director-Gen- 
eral was assisted by a considerable central administrative organiza- 
tion, located at Washington, D. C. The task of direct operation 
was intrusted to regional directors, originally three in number— 
one for the East, one for the West, and one for the South—and be- 
neath these to district directors, in charge of subdivisions of the 
regions, and to federal managers, who corresponded roughly to the 
presidents of the private railroad companies. 

It should be added here that the corporate organization of the 
private railroads remained intact during federal control, with a 
skeleton staff retained to protect the proprietary interests of the 
stockholders in the railroad plant. ‘This staff had no authority with 
respect to operation, and it was paid by the stockholders, not from 
current railroad revenues. 


The Railroad Contract 


The financial arrangements between the federal government and 
the private railroad corporations and their stockholders during the 
period of federal control were governed by an Act of Congress dated 
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March 21, 1918. Acting under authority conferred by this legisla- 
tion, the Railroad Administration offered to conclude contracts with 
the owners of the transportation properties which it was operating, 
defining its obligations with precision. These contracts covered 313 
out of 532 separate properties taken over, and settlements with the 
balance were eventually made in substantial accord with the princi- 
ples herein laid down. The text of this important document will, 
therefore, be explained with care. 

The main features of the standard contract executed by the Rail- 
road Administration during federal management were as follows: 

1. Beginning January 1, 1918, revenues of the properties operated 
by the Director-General were to be retained by the United States, 
and all expenses incident to the possession, use, and operation of the 
plant taken over during federal control were to be paid by the Di- 
rector-General, except expenses which the company signing the con- 
tract agreed to bear. Operating revenues were not, however, cur- 
rently covered into the Treasury of the United States, but remained 
in the same hands and were paid out in the same way as before, 
subject to periodical accountings, at which times the balances of 
revenues over expenditures were covered into the Treasury to the 
credit of a revolving fund established by the Act. When revenues 
were insufficient to meet disbursements, the deficits were paid out 
of the same revolving fund. 

2. The Director-General engaged to return the property to the 
company which owned it in substantially as good repair, and in sub- 
stantially as complete equipment, as it was on January I, 1918. 

3. Additions and betterments might be made to the operated prop- 
erty during federal management, but the cost thereof was to be 
chargeable to the owners of the roads, and either deducted from 
the payments due the owners by the United States Government or 
financed by the owners in some other way. 

4. The Director-General undertook to pay a stipulated compensa- 
tion for the use of the property taken over. This compensation was 
individually determined for each railroad affected, but its amount, 
as will be presently explained, was based in all cases upon certain 
accepted principles. 

These four provisions were not, of course, the entire content of 
the standard contract, but they express the substance of the arrange- 
ment entered into with sufficient completeness for our present pur- 
pose. 
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Basis of Compensation 


The most important clauses of the standard contract were those 
determining the rental to be paid for the use of the railroads taken 
by the government. It will be recalled that the English Govern- 
ment, under similar circumstances, agreed to guarantee the owners 
of English railroads a return equal to the aggregate net receipts 
for the year 1913, which was the year prior to England’s entrance 
into the war. No better general procedure suggested itself either 
to the President or to Congress, although some changes were made 
in the application of the English precedent. 

The average income per mile of railways in the United States, after 
deduction of operating expenses and taxes, had been, for stated 
years, as follows: 


AVERAGE INCOME PER MILE OPERATED, ADJUSTED TO ELIMINATE EFFECT DUE 
TO DUPLICATION ON ACCOUNT OF TRACKAGE 


Year Average income 
TOO Ere sn Sie eae GL ENCORE e eae ee ka ee $3, OO1 
(Oe oer dered rca emer tre eta eons Ree wat Fane SEa40 
110 7 a are acer etre ete ROS SA nos a Ne Me 3,470 
LOO SE ear Mae eNC ES IAG Cpe Oe ee Lo ero 2052 
TOOO Ae ratte Sees evita er eae ae ce 3270 
ONL Oererm aes aids SI Era GG cut Gas ee ome a ee 3,644 
LO UE esp ute. eerie eR RAE ee pe SIN coe ee 3,304 
HOO tara a eee rintgton Sor Orie Cory re he ers Bis Soe A 3,190 
OMG ec sty & siete rege ieen See eee cere eevee gee 3,584 
Ch Pen near ore Sane ha ah e 6 Oromia > dae 3 , 006 
1 AGH Geis RRR ReY Canter OP ate mere ery aera, cera Seta: 2072: 
AON aS Santen TPR As na cea ts ae tere eae Aa Ae7 
LION WY Sa ean ney iy chen acRerane bers © ry wets Be 4,851 


Inasmuch as the earnings of the last peace year—1g17—seemed 
too high to serve as a reasonable basis for compensation, Congress 
adopted the average of the three years ending June 30, 1917, in their 
stead. This included two good years and one year of light railway 
earnings. It was a liberal basis for payment, but the government 
at the time wished to assure itself of cordial support in all direc- 


tions, and was disposed to be generous in this as in other negotia- 
tions. 


Earnings Compared with Rental Payments 


The gross rental which the United States Government paid for 


the use of private transportation facilities during war time was as 
follows: 
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HONS: (HA TaOMENS) 55, eo elecaen oo ac oe $ 965,788,896.97 
HONNS) (IU TeAXOING) 64 buen aca ee boooe aor 963 , 401,158.29 
TOLOMEINONENS Mee See ee oe EGSnks3 530072 

otal Rea ericter nhc cay se BOOS 74323503167 


The cost to the government of this rental consisted of the difference 
between $2,087,323,593.97 and the net revenues earned by the trans- 
portation plant taken over. ‘The earned revenues were $1,276,- 
782,307.75, and the cost was therefore $810,541,286.22. This cost 
was distributed among different types of facilities as follows: 


FOIIPO MUL eh martamtere ts ance bia Ons $788 ,656, 703 .38 
Nate Re SEOs leon ation cotoneiens 14,003 ,659.44 
Ble cenreaglinest ery aaa tetas ees S0OUR AL (60 
Gar PCO ANNES x ict yah seal eiace fakin weed 3,425,188.24 
Gia. (elevators: . ps daa ne wate 434,654.35 
WyiaEOE. wm rt eeaaes Perec ease ant pene 49 638.21 

POG Alaiye Nes Natit eee ae $810, 541,286.22 

Undermaintenance 


In addition to the net cost which resulted from the failure of the 
properties operated by the Director-General to earn their rentals, 
the government was eventually required to pay considerable sums 
to the private owners of these properties on account of undermain- 
tenance. It is true that the Railroad Administration kept some of 
its lines and equipment in first-class condition; but on the whole, 
the rise in prices of labor and materials, the scarcity of materials 
of certain kinds, the use of equipment for purposes for which it was 
not intended, as when light wooden cars were put in service in 
trains mainly composed of steel-frame cars, and, in general, the 
exigencies of war-time operation, resulted in a sensible and uncom- 
pensated deterioration in railroad plant. The amount allowed for 
undermaintenance in the final settlement between government and 
private carriers was $164,458,615.84, a sum further raised on account 
of depreciation and retirements to a total of $185,308,306.08. 

Still other expenses were the result of expenditures on inland 
waterways operated by the Railroad Administration, deficits of the 
American Railway Express that the Administration assumed, and 
advances in the price of supplies which had been taken over at the 
beginning of federal control and had later to be replaced in kind. 
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Summary of Cost of Federal Operation 


The official statement, to December 31, 1924, of the cost to the 
United States of the twenty-six months of federal operation of trans- 
portation systems is as follows: 


STATEMENT OF ESTIMATED COST TO DECEMBER 31, 1924, TO THE UNITED STATES 
RAILROAD ADMINISTRATION OF FEDERAL OPERATION OF TRANSPORTATION 
SYSTEMS ! 


Excess of rental paid to carriers by United States Rail- 

road Administration over income from operations of 

MUNA Ol MOUSE. Gaon boac anyosSne mourn hc S 810,541 286.22 
Expenditures on inland waterways, including loss from 

operations. New York Canal, New Jersey Canal, 


Mississippi-Warrior waterways................+-+-- .18 , 303 ,093 .08 
Deficit from operations of American Railway Express 

(SOE ally rach tera oo ateoen Sider ee eto ale aera 36,047, 460.14 
Settlements withishort line carriers. ..)..-.4....0.++- 739), ZAODUL 


Loss on account of replacement in kind at end of Federal 
control of materials and supplies taken over from car- 
riers at beginning of Federal operation because of in- 


GREASESAIMPIICES tres aae ee ee ee tee IOI ,O80, 602.36 
Administrative expenses from January I, 1918, to Decem- 
DEP STS TO gages renee Wye i testa Shirai eemet eats 32,663 ,094.65 
Special claims of carriers, maintenance, depmeeceam 
PEtITEMENtS CECOY aA oroccny Sisnyat ial Seo ae ees ort a 185,308, 306.08 
Mi Qeallemmane eens, cconeas onsdcocgnccesanbeuncer 12,008 ,361.16 
Bae cere re ee ee ee a es See $1,196,684, 443.80 


Less net interest collections on bank balances, securities, 
and settlements with carriers, in excess of interest pay- 


Scio emer ner MNe A eEtEn te Mer oenae Mia Tick mute ole cies bee 73,184,443 .80 


Net estimated cost to the United States Railroad 
NCH IRIIOM ooo wane scdvonepaavocuogpenae $I ,123,500,000.00 

The estimated cost of additional settlements with short-line rail- 
roads, made public after the above statement was prepared, raises 
the total given by $15,000,000 to an aggregate of $1,138,500,000. 

It will be observed that this statement takes no account of addi- 
tions and betterments made by the Railroad Administration, which 
one would expect to find as a credit in the settlements between the 
Administration and private carriers. Expenditures for this purpose 
were, in fact, considerable. In addition to the $1,138,500,000 spent 
during twenty-six months for rentals, undermaintenance, and similar 


‘Report of Director-General of Railroads, 1924, Exhibit 13. This cost was in 
addition to expense incurred for transportation of government supplies, etc., for which 
the government paid at ordinary rates 
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purposes, the Director-General invested no less than $1,157,540,- 
178.65 in improvements and additions to the line and equipment 
of carriers subject to his control. Of this sum, however, the private 
carriers had repaid $603,281,428.65 in cash or its equivalent by De- 
cember 31, 1924, and for the balance the Railroad Administration 
held serial equipment notes, payable between January 15, 1921, and 
January 15, 1935, or other carrier obligations maturing not later 
than March 1, 1930. The item of additions and betterments is there- 
fore eliminated from the statement of debits and credits growing out 
of federal control. 


Extension of Government Guaranty 


While the official estimate of the cost of federal control to the 
United States taxpayer stands at $1,138,500,000 as of December 31, 
1924, there is one additional item of expense which should properly 
be included in this calculation. In 1920, when the United States 
Government was about to return the transportation facilities which 
it had been operating to private management, Congress authorized 
a six months’ extension of what may be called the guaranty provisions 
of the Act of 1918. 

Under Section 209 of the Transportation Act of 1920, Congress 
agreed to guarantee to any carrier which chose to enter into an 
appropriate agreement, an operating income for six months which 
should not be less than one half of the average annual operating 
income of such carrier for the three years ending June 30, 1917. 
Congress stipulated that agreeing carriers who earned more than 
. the guaranteed amount during the six months in question should 
turn the excess into the federal treasury, but stood ready to make 
good any deficits which might occur." 

The offer contained in the Transportation Act of 1920 was based 
upon the theory that private carriers were entitled to government 
support for a limited time during the difficult period of reconstruc- 
tion. Railroad expenses had reached a high level under federal 
management, and were likely to be further increased as a result of 
pending wage controversies; railroad rates had not been correspond- 
ingly increased, and time was required to make necessary adjust- 
ments. There was some basis for this point of view, but the proposal 
proved exceedingly expensive to the government. 


1 This offer was extended both to carriers entitled to “just compensation” under 
the Act of 1918 and to those not covered by this legislation. The details of the pro- 
posed agreement differed somewhat for different classes of carriers, but the general 
effect was as stated in the text. 
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According to reports filed with the Interstate Commerce Com- 
mission, railway monthly operating revenues and expenses for 1919 
and 1920 were as follows: 


RAILWAY OPERATING REVENUES, RAILWAY OPERATING EXPENSES, AND NET 
RAILWAY OPERATING INCOME, I9I9 AND 1920, CLASS I STEAM ROADS, INCLUDING 
SWITCHING AND TERMINAL COMPANIES ! 


Railway Railway Net railway 
operating operating operating 
1919 revenues expenses income 

BOWE, o obo maonsat F 1307) 931,510. (6 FOL bat, OOS | Sele, 4s slo2 
ebnuaivarwy ae eer 252,385,229 325 slg OAT 9,788,655 
IMMATRG yc cg oto en oie BRS 8357 Ol BAT ORAS 10,661 , 152 
Alpriliseetey-noriepaeitarnss 389,487,271 344,770,607 26,002 , 383 
IMI Ni 7 eek an tae outers eec 413,945,449 355,691 , 811 39,340,216 
(WINE Balan mes ees 426,089,950 356,407,447 62, 140,463 
UNO NG cee crc cee are ott ae 455,280,142 358,891 , 812 77,229,492 
JNOKEDINS GG ate ow a6 © o AT Ten An SG 359,149,584 92,508,715 
Neptembens ene 498,611,917 399,904,137 77,648 , 722 
Outonersd ate mat se 6 509,760,115 405 ,879, 309 76,294,127 
November........... 438,105,217 389,890,950 22,025 , 807 
December... o... 0. 453,386, 816 AAG rd O26 13,704,977 

£5,184,064,221 $4,419,441,949  $516,290,090 
1920 
ilfaniucey ae near $ 500,839,203 $ 416,418,194 $ 59,639,698 
Hebmitanyaeie erect era 424,591,296 416,458,368 16 ,851,8o0r 
INES ts saint ty ein eters 460,187,437 420,450,441 14,772,906 
AS riilesd evans Memeo er 402,281,913 400, 419, 462 23,743,066 
IMIR Mommcteneegie ae hee ABT 559,005 437,829,758 5,420,700" 
Hittin eter tea: ining 494,713,929 480, 500, 292 15,240,360 
(Ol Sigas rene a Reach nee 529,149,754 514,254,089 12,053, 2907 
PAIS tu every oe harness 555,522,389 682,315,188 158,582,570" 
SC) OLK 00) 22) Se 618,925,580 509,720,494 79,675 ,646 
@ctohciee eee 641 , 827,108 526,543,604 86,641 ,023 
INowembeminei. eset 592,054,192 513,614,308 50,964,905 
December.) crheaccss 550, 580, 330 810,760,250 3 302,304 


$6,225,417,245  $5,830,326,686 $ 58,151,863 


1 Annual report of the Interstate Commerce Commission, 1922, pp. 104-105. The 
totals include certain corrections not appearing in monthly figures. It should be 
observed that net railway operating income in column 3 is not the difference between 
railway operating revenues and railway operating expenses, but is this figure subject 
to certain deductions, of which railway tax accruals is the largest. Both operating 
revenues and net railway operating income for January, 1920, are increased by the 
inclusion of approximately $50,000,000 back railway-mail pay. 


2 Deficit. 
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The figures in the preceding table show that Class I railroads in 
the United States earned a substantial net operating income for 
every month but one between January, 1919, and March, 1920, in- 
clusive, but that there was not a month from April to August in 
1920 when operating expenses did not exceed operating revenues. 
During 1918 the average monthly net operating railroad income had 
been $57,759,264; during 1919, $43,024,174; but during the six 
months from March 1 to September 1, 1920, there was an average 
monthly deficit of $33,379,459.1 

Under the extended guaranty clauses of the Act of 1920, the United 
States Government had not only to make their deficit good for 
carriers which took advantage of the government offer, but it had 
also to provide an additional sum sufficient to bring these earnings 
up to the level of the average of the three years ending June 30, 
1917. The standard return had amounted during the period of fed- 
eral control to an average of $78,000,000 per month. It followed 
that the federal government exposed itself to the necessity of a 
payment which might well exceed $111,000,000 for one month, or 
$666,000,000 in all. 

Fortunately, not all carriers accepted the extended guaranty, and 
the Interstate Commerce Commission expects that this fact, together 
with adjustments made in the course of accountings which have 
taken or will take place, will reduce the government liability to 
$536,000,000. If this estimate proves correct, the final burden to 
taxpayers in the United States as a result of federal management 
will be this sum added to $1,138,500,000, or a total of $1,674,- 
500,000. 


Cost of Government Operation in France, 1914-21 


It is difficult to compare the results of war-time operation of rail- 
roads in the United States with those in foreign countries, because 
of the fluctuations in the value of currencies, the differences in con- 
ditions, and because, also, the periods of time involved were longer 
in Europe than they were in the United States. 

It may be said, nevertheless, that during 1913, the last year before 
the war, the five great private railroad systems in France earned 
approximately 4,000,000 francs after payment of operating expenses 
and all capital charges. The state railroad system in France re- 


1 Approximately $143,000,000 of the deficit reported for the months of June, July, 
and August, 1920, consisted of back pay awarded under Decision No. 2 of the United 
States Railroad Labor Board increasing railroad wages. A final charge of $3,000,000 
on the same account was made against the revenues of September, 1920, 
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ported a deficit of 84,000,000 francs, leaving a balance of 80,000,000 
francs upon the wrong side of the ledger for all the French railroads 
combined. 

Between 1914 and 1919, the accumulated deficit upon these same 
six systems was as follows: 


DEFICIT ACCUMULATED FROM I9I4 TO I9I9 BY THE SIX FRENCH RAILROAD 


SYSTEMS ! 

System Deficit (francs) 
Nartherne tas stro ee See Meee ae 832,100,000 
a SHCETIE Sato acd ce eee Pe ea nee re ed 466 , 100,000 
Orleans mus pene ter et necro 327,300,000 
Paris-Lyon-Mediterranean.....+....-..- 743 400,000 
NEALE. as Ree oe ae era eee 242,700,000 

“otal ee tae eee eee eee ee 2,611 ,600,000 
a edo eee MN gt Ah NON canteen ce een rsa I ,OI 4,000, C00 

ovale y?..e eeerec one er rare: 3,625 ,600,000 


This total deficit of 3,625,600,000 francs was increased by 2,997,- 
000,000 francs in 1920 and, further, by 2,010,000,000 francs in 1921,” 
making a total deficit of 8,632,600,000 francs between the outbreak 
of the war and the passage of the French reconstruction legislation 
of October 29, 1921. The burden of covering this deficit either has 
been or will be borne by the general French budget. 


Cost of Government Operation in the United Kingdom, 
1914-20 


In the United Kingdom, it will be recalled that the government 
undertook at the beginning of the war to pay to the railroad com- 
panies the sum by which the aggregate net receipts of the railways, 
for the period during which the government was in possession of 
them, fell short of the aggregate net receipts of these same systems 
for the year 1913. The period of government guaranty extended 
from August 5, 1914, to August 15, 1921. During this period the 
government became indebted to the railway companies for the sums 
on the following page. 

These payments included not only compensation for decline in 
earnings, but also allowances on account of undermaintenance and 
other claims allowed in final settlement. They also included an 


‘United States Department of Commerce, Bureau of Foreign and Domestic Com- 
merce, Transportation Division, “Analysis of French railroad situation,” by W. C. 
Huntington. Trade Information Bulletin No. 17, April 15, 1922. 

2 Railway Age, March 22, 1924. 
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Period Amount 

August 6, 1ot4, to December $i, Lor. sou bs Ph. cake has 0 £ 15,946,839 

January 1 to-Wecembern ls CGL6: <sa)50 saotsaves hime mown 14,039,674 

antiary i co Weccen Dena ty TON 7: on os dru osiee sea cree ons 24,075,768 

Jariiaryed £0: December 48, LOIS os oy cxas 6 lag ered wh ha ewes AY, 251,326 

January f £6 December 41 F010. 24 so. eakdiaa Se ee ak nies 35,736,000 

Jentiaryad to Deceiver 1s te 1O2On ek tnaen a hid cu Mitts inaer en toe. 43,089 , 000 

Hanvaty f tacecember si u0O2 1 vary beasars so wich nae nowk 53),2 015000 
January 1 to December 31, 1922 (due and payable December 

BL gL@ 2 2) eta ce ett gees Sn ae ae OPE loka ONaas: ye eat tN TI 30,000,000 

A OEA sy Ci Garet ae tee ERE cule Age ces Sie Meco ee Gas £257,349, 607 


undetermined but large amount for military and naval transport, for, 
unlike the governments of France and of the United States, the 
British Government paid its railroads nothing for such services as 
long as they operated under a guaranty. The appropriation in 1922 
and a part of that in 1921 were, of course, for government obliga- 
tions incurred on account of earlier operations.? 

Information is not available which will make possible similar state- 
ments for the railroads of other European countries. 

It is evident that government railroad management cost the tax- 
payer heavily in England and in France as well as in the United 
States, but the figures given show also that this cost was less in 
either England or France, for a period of approximately seven years, 
than it was in the United States for a period of thirty-two months. 
This difference would be increased if account were taken of the 
fluctuations in the value of money in the various countries. On 
the other hand, it must be remembered that the railway mileage 
in England in 1921 was only 23,723 miles, and in France only 25,000 
miles, as against 254,000 miles in the United States, and that rail- 
way earnings in these countries, while much greater per mile than 
in the United States, were still sensibly inferior in the aggregate 
to the sums with which our federal administration had to deal. 


Conclusion 

Before leaving the subject, one final observation must be made. 
Neither in Europe nor in the United States should the efficiency of 
government operation be judged by the success or failure of govern- 
ment systems to earn profits during the war. This is partly be- 


1United States Department of Commerce, Bureau of Foreign and Domestic Com- 
merce, “The reorganization of railways in Great Britain,” by H. B. Allin-Smith. 
Trade Information Bulletin No. 79, January 10, 1923; Pratt, British Railways and the 
Great War, chap. xi. 
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cause private railroad managements would have had to contend 
with the same fundamental difficulties which made government op- 
eration expensive. But it is also because profit-earning is a matter 
of policy, intimately connected with the question of railroad rates. 
Had rates been raised more promptly here and abroad, it is probable 
that English, French, and American railroads alike, even under gov- 
ernment control, could have earned their operating expenses and 
capital charges during the war. Instead of raising rates, govern- 
ments in the three countries preferred to place part of the burden 
of railroad operation between 1914 and 1921 upon the general tax- 
payer rather than to collect the entire necessary revenue from 
passengers and shippers. It is possible, though far from certain, that 
this decision was a mistaken one; but it should be discussed by 
itself as a problem of policy, and not confused with the question of 
the effectiveness of government control from a technical or commer- 
cial point of view. 
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CHAPTER AXV ITI 


FEDERAL RAILROAD OPERATION IN THE UNITED 
STATES, 1918-20 


Character of Traffic, 1918-19 


The years 1918 and 1919, when carriers were being managed 
by the federal government, were not years when the movement of 
either passengers or freight in the United States reached extraor- 
dinary dimensions. Passenger traffic grew steadily, although in 
no great amount, while freight traffic first increased in 1918 and then 
fell off the following year to a figure below even that for 1916. 

Nor was there any great change in the character of commodities 
transported while the federal government operated the railroads 
of the country. The ten commodities which contributed the great- 
est tonnage to railway traffic in 1917 were coal and coke, iron, stone 
and sand, grain and flour, fruits and vegetables, lumber, ore, petrol- 
eum, cement, and live-stock. Of these, stone, sand, and cement may 
be neglected, as the articles in these classes are of low value and 
travel only short distances. Of the other commodities mentioned, 
the tonnage of grain, anthracite coal, coke, iron and steel, ore, and 
lumber was somewhat less in the two years 1918-19 than in the 
preceding years 1916-17; while the tonnage of flour, fruits and vege- 
tables, petroleum, bituminous coal, meats and meat products, includ- 
ing live-stock, somewhat increased. While these changes perhaps 
somewhat altered conditions of operation, they were not of a radical 
character, and with respect to traffic handled, the Railroad Adminis- 
tration faced a situation which was much more nearly normal than 
one would, at first thought, expect. 

While, however, the volume and character of railroad traffic in the 
United States during the war was not radically different from the 
volume and character in time of peace, it is clear enough that the 
Administration functioned under unusual strain in some respects. It 
was, for instance, more than usually important to operate the rail- 
road system of the country without interruption from strikes or other 
causes, for temporary cessation of transportation meant temporary 
suspension of military effort as well as the inconvenience which 
breakdown of the railway system would at all times create. It was 
also important to determine the kinds of business which should be 
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given preference. Nor were questions of rates, fares, or of terminal 
operating policy without importance. These various types of prob- 
lems will be briefly touched upon in the following pages. 


Government Labor Policies 


Overshadowing all other of the government’s operating policies 
were those relating to labor. The total wage bill of Class I Ameri- 
can railroads in 1917 amounted to $1,739,482,142, or more than 
60 per cent of the railroad expenditure for that year. The large 
amount of this outlay, and the fact that the efficiency with which the 
railroad system was to be operated depended upon the intelligence 
and the morale of the employees more than upon any other single 
factor, explains and justifies the attention which was paid to rail- 
road wages and working conditions. 

Generally speaking, the pay of railroad employees in 1917 was 
low. ‘The Lane Commission, presently to be referred to, spoke on 
this point as follows: 


“It has been a somewhat popular impression that railroad 
employees were among the most highly paid workers. But fig- 
ures gathered from the railroads disposed of this belief. Fifty- 
one per cent of all employees during December, 1917, received 
$75 per month or less, and eighty per cent received $100 per 
month or less. Even among the locomotive engineers, commonly 
spoken of as highly paid, a preponderating number received 
less than $170 per month, and this compensation they have at- 
tained by the most compact and complete organization, handled 
with a full appreciation of all strategic values. Between the 
grades receiving from $150 to $250 per month, there is in- 
cluded less than three per cent of all the employees (excluding 
officials) and these aggregate less than sixty thousand men out 
of a grand total of two million.” 


Prior to 1917 controversies between employees and railroad man- 
agements, which threatened a nation-wide strike of railroad engine- 
men, firemen, conductors, brakemen, and other train employees, 
had been momentarily settled by the Adamson Law of 1916, estab- 
lishing eight hours as the basis for a day’s pay, although not pro- 
hibiting a longer working day. 

1 An official commission reported in 1918 that the effect of this act had been to 


increase wages in road freight service about 15, and in yard service about 25 per cent. 
Passenger service was little affected. 
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In 1917 there was no comprehensive revision of railroad wages, 
although partial advances continued to take place upon a considerable 
scale. In 1918, however, as one of the first acts of his administration, 
Mr. McAdoo appointed a Railroad Wage Commission of four men 
to investigate the whole question of compensation to persons in rail- 
road service. 

This commission, known as the Lane Commission, from its chair- 
man, Franklin K. Lane, reported in April, 1918. It found that the 
cost of living had so advanced that a man who received $85 a month 
on January 1, 1916, needed a 4o per cent addition to his wage on 
April 30, 1918, in order to give him the same living that he had be- 
fore. For smaller incomes the required increase was somewhat 
greater, for larger incomes somewhat less. The Commission, there- 
fore, recommended a schedule which began with a flat increase of 
$20 per month for employees receiving under $46 monthly. Men 
and women receiving from $46.01 to $50 were to be advanced 43 
per cent, and from this point on the various wage classes in railroad 
service were to receive increases in steadily decreasing proportions, 
until the level of $250 per month was reached, beyond which point 
no increase was given. 


RECOMMENDED SCALE! 


Equivalent Making 
to the new rate 
To the monthly rate Add the amounts per 

of pay of men receiv- per cent named month 
ing, in December, named in as shown 
1915, the amounts in this this in this 
named inthis column column column column 
Under SEA OR OO Rae arn reise y oy eves SOOO eh ae Atara ease 
BsGOkrtOn 4700 wo eas worew re 43.00 20.21 85 (y/o 
GOLO TE COMM AOI OOM -nisine tert ol 41.00 2EROr 86.01 
Boson £O) -ORcOOn ss. eck oans § 40.44 32.75 i GS 
TOOVOUItO. MOMIOOm «avin es oe B12 31.60 132.60 
TG OMOKe CO! mel TSOO|s, cystic dietaschuryels 15.96 24.10 175.10 
BOOMOMLOUm Olin OOn un cere nicks = 8.26 16.60 217.60 
PUDUCUMIC BIFOLOOu Nina raceceererr; -— © titan 250.00 


This scale was promptly approved by the Director-General and 
made effective, with unimportant variations, as of January 1, 1918. 
Advances in wages received by an employee after the last day of 

1The table printed in the text presents extracts only from the recommended scale. 


The actual scale of course provided for all wage groups up to those receiving $250 
per month. 
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December, 1915, were deducted from the increases awarded in 1918. 
On the other hand, the new rates were based upon the eight-hour 
day, so that employees in any branch of the service who worked 
longer than eight hours were entitled to overtime. 


Cost of Increased Wage Scale 


It has been estimated that the increases in wages under General 
Order No. 27 (Lane award) cost the Railroad Administration $360,- 
000,000. Subsequent advances to 1920 resulted in further additional 
payments, estimated as follows: 


ESTIMATED ANNUAL INCREASE IN PAY ROLLS CHARGEABLE TO OPERATING 
EXPENSES ON ACCOUNT OF GENERAL ORDER 27 AND SUPPLEMENTS THERETO ! 


Estimated 
annual 
increase in 
Employees affected Effective date pay roll 
chargeable 
to operating 
expenses 
General Order 27. All employees re- 
(substantially rec- ceiving less than 
ommendation of $250 per month 
Lane Commission) Jan. 1,1918 $360,000,000 
Supplement 4 Shop employees Jane 2, 1688 209 , 000 , 000 
Supplements 7 and 8 Maintenance of 
way employees 
and clerks Sept. 1, 1918 190,000 , 000 
Supplement 13 Agents and oper- 
ators Oct. 1, 1918 25,000,000 
Supplements 14, 17 Policemen, dining 
and 18 and sleeping car 
employees Jan: “1, rere 8 , 000 , C00 
Supplementstsand16 Enginemen and 
trainmen Jan. 1, 1919 60,000,000 
Increase in pay under 
equalization adyjust- 
ment effective May 
I, 1919 Shop employees May 1, 1919 50,000,000 


1Tabulation prepared by the Railroad Administration for the Subcommittee of the 
House Committee on Appropriations, April 12, 1920. 
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Time and one-half for Enginemen and 
overtime allowed trainmeninroad 
freight service Dec. 1,1919 38,000,000 


Time and one-half for Maintenance of 


overtime and other way employees Dec. 16, 1919 25,000,000 
adjustments in pay Clerks Jan, 1,1920 
fio) sere Sea gn Sra ee ee pee i ede $965 , 000,000 


The increase in pay rolls which resulted from changes in the rates 
of railroad pay between January 1, 1918, and January 1, 1920, is 
shown by this table to have been in the vicinity of one billion dol- 
lars. Taken in connection with the adoption of national agreements 
governing rules and working conditions for railroad labor, the total 
increase in the pay roll on the basis of employment in 1920 was later 
estimated by the Interstate Commerce Commission to have been 
about $1,400,000,000. 


Wages and the Cost of Living 


Writing in 1928, it is possible to speak as to the relations between 
wages and cost of living during the war period with more abundant 
information than the Administration possessed in 1918. The fol- 
lowing table, compiled from reports of the Interstate Commerce 
Commission and from those of the United States Bureau of Labor 
Statistics, shows the changes in annual and hourly compensation to 
railway employees from 1916 to 1922, inclusive: 

NUMBER, SERVICE, AND COMPENSATION OF EMPLOYEES, INCLUDING GENERAL 
AND DIVISION OFFICERS—CLASS I ROADS, 1916-22 ! 


Average Average 
compen- compen- 


Year Average sation sation 
ended numberof Total hours Total per per 
June 30 ~~ employees worked compensation hour employee 
TOTGs <3... 1,599,158  4,957,654,532  $1,366,100,519 $ .276 $ 854 
Year ended 

Dec. 31 

HONG). Gove 1,647,097  5,189,790,716 1,468,576,394 . 283 892 
4°) fy aes 1,732,876 5,437,976,803 —-1,739,482,142 .320 1,004 
WONG gore 1,841,575  5,701,417,385 2X68, Ok353 50 .458 1,419 
TOUO} eek 1,913,422  5,032,493,422 2,843,128,432 565 1,486 
NO2 OM eae 2,022,832  5,466,740,533 3,681, 801,193 .676 1,820 
NOP sao as 1,659,513 4,147,318,574 2,765,218,079 .667 1,666 
LO22 ee ere 1,626,834  4,311,097,145 2,640,817,005 613 1,623 


1Interstate Commerce Commission, “Annual Report on the Statistics of Railways 
in the United States, 1922,” p. xxi. 
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The rather striking table just presented shows that while the num- 
ber of railway employees and their compensation steadily increased 
between 1918 and 1920, the total number of hours worked remained 
substantially unchanged. The not unnatural result was an extraor- 
dinary increase in hourly pay. This was the outcome of the double 
attempt to meet the increased cost of living of the railway worker 
referred to in the Lane report, and to introduce into railway service 
a reasonably short working day. 

If we neglect the change in hourly rates, and confine ourselves 
to wages per year or per man, relative figures still reflect the ad- 
vances of the Lane award, as well as other changes both before and 
after the date of that report. A comparison of annual wage changes 
in different years with changes in retail prices gives the following 
results: 


AVERAGE ANNUAL COMPENSATION TO EMPLOYEES OF CLASS I RAILROADS, 
1913-22, COMPARED W1TH INDEX NUMBER OF RETAIL PRICES un 


Average annual compensation Retail prices 

Year ended Relative Relative 

June 30 Actual (1913 = 100) (1913 = 100) 
LOM eon tenets wees: $ 760.98 100.0 100.0 
OV Aare ie eta A acai ie aie 815.43 OF 102.4 
| OD Uta ser Ans, Meee Aa tee A 830.45 109.1 IOI .3 
Year ended 

Dec. 31 
TOM Ome eso eich iaas teen bes 891.62 Liz. TUSh 7 
OETA teehee titan faery ee eae E009) 201 MS ier: 146.4 
HOW Hy, aise eae ree ne DATO. 186.5 168.3 
ODOM chy aeede ae Rit shees 1,485.89 TOn 2 185.9 
LOZ OMe arya erties Gare Ig S2Ou ne 239.1 203.4 
LOE) Goad Gee nereeomce A eae eng ee I 666.28 218.9 Usa Ag 
OVA 9 ae PP a ere oe ,023).29: aaa 141.6 


This table shows that, generally speaking, the wages of railroad 
men kept pace with advancing prices from 1913 to 1916, inclusive, 
but that in 1917 a lag occurred, which was corrected by the action of 
the Interstate Commerce Commission the following year. After ~ 
1917 wages reached and held a higher relative position than did 
prices, so that the railroad workers benefited in the long run by con- 
ditions growing out of the war. 


1 Price figures from Monthly Labor Review, December, 1924, Dates 
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Wage Tribunals 


One of the incidental recommendations of the Lane Commission 
was that the government should establish permanent wage tribunals 
to investigate and adjust inequalities which would ensue from the 
general increase in wages which it recommended. For this purpose, 
as well as to consider working conditions and other matters affecting 
wages which he might refer to it, or which railroad employees might 
desire to have considered, the Director-General set up a Board of 
Railroad Wages and Working Conditions, composed of three repre- 
sentatives of railroad labor and three representatives of railroad 
management, which functioned in an advisory capacity.! 

Finally, the government created a series of so-called Adjustment 
Boards. Of the three boards of this type organized in 1918, Board 
No, I was given authority to render decisions in disputes affecting 
locomotive engineers, conductors, trainmen, and firemen; Board No. 
2 concerned itself with the various shop crafts, including boiler- 
makers, blacksmiths, sheet-metal workers, electrical workers, and 
the like; and Board No. 3 represented telegraphers, switchmen, 
clerks, and maintenance-of-way employees. 

Adjustment Board No. 2 consisted of twelve members, Boards 
Nos. 1 and 3 of eight members each. Half of the members in each 
case were selected and compensated by the railroads, and half were 
selected and compensated by the employees, acting through their 
national unions. ‘The Boards were to consider all controversies 
growing out of the interpretation or application of wage schedules 
or agreements which were not promptly adjusted by the officials and 
the employees on any one of the railroads operated by the govern- 
ment. This included the settlement of personal grievances. ‘They 
did not, of course, supersede the usual machinery for the adjust- 
ment of difficulties which existed upon individual railroad systems, 
but they functioned as courts of appeal, in which both parties were 
equally represented and which were equipped to render final de- 
cisions by majority vote. 

It is clear that the organization of the Adjustment Boards, and, 
more particularly, the determination of employee representation 
upon these boards by the craft organizations in the railway industry, 
was a thorough-going recognition of union responsibility and control 
on the part of the Director-General. Unorganized employees, or 
even employees who did not belong to the enumerated unions, had 
no voice in choosing the membership of the Adjustment Boards, 

1 United States Railroad Administration, General Order No. 27, May 25, 1918. 
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although the government did appoint an Assistant Director of the 
Division of Labor of the Railroad Administration, whose special 
duty it was to investigate and adjust their peculiar difficulties. Union 
control was, moreover, national, not local. Adjustment Board No. 1 
represented all the enginemen, Board No. 2 all the shopmen, and 
Board No. 3 all the switchmen of the country, without regard to 
geographical position, and the decisions of these organizations had 
corresponding national importance. The features of the arrange- 
ment mentioned were highly acceptable to the railway unions, aad 
were sought to be perpetuated after the termination of federal 
control. 


Price Changes and Their Relation to Railroad Income 


A complement to the Administration’s problem with respect to 
labor is to be found in its policy regarding rates. 

The problem here was to revise railway freight and passenger 
rates so as to continue the railways upon a self-supporting basis, in 
spite of the increase in wages that has just been described, and the 
increases in prices which followed the outbreak of the World War. 

Certain of the facts bearing upon this rate problem are presented 
in the following table, which summarizes the changes in wholesale 
prices which took place between 1915 and 1921, together with changes 
in average receipts per ton and per passenger mile, and average 
operating ratios upon railways in the United States: 


RELATIVE CHANGES IN WHOLESALE PRICES, AVERAGE RECEIPTS PER TON AND 
PER PASSENGER MILE, AND IN OPERATING RATIOS, IQI5—21 


(1915 = I00 per cent) 


Wholesale Average revenue Average revenue 
prices per ton per per passenger 
(404 com- mile per mile 

modities) Oper- 
Year ended Actual Relative Actual Relative ating 
Dec. 31 (Cents) (Cents) Ratio 
Louse I00.0 735  TOoKO I.99I1 100.0 70.65 
TOT Oia erty rneete 125.8 Up) 97-9 20S Os KO 65673 
KO) ye tae eae 175.8 Sif 99.1 FOO F TOS 70.48 
GT Se ete cs anes 192.8 . 862 1k 7 ee} 2 ADT E2020 81.39 
NOU peters ahah 204.8 1987 IsA58 2.540 12850 85.11 
NOZOR a Aas hs eee PARIS 1.069 145.5 22755 ls Sad 94.38 
TO 21 Py rea ee 145.3 2 Annee Ora HaOoR Wisisas: S271 
NOD we mS Oe Agee, TehOu OOS B.03)7 a s2es 79.41 
TO2 3% meee sens RA To 2) me Sete 8102 GlLES20 T7183 


*Year ending June 30. Figures taken from Interstate Commerce Commission 
Annual Report, 1924, and Monthly Labor Review, December, 1924. 
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Prices in 1915 were at approximately the same level as in 1913. 
In 1916 they advanced 26 per cent; in 1917, 1918, 1919, and 1920 
they continued to rise with dramatic rapidity until in 1920 they were 
two and a quarter times the level of five years before. Meanwhile 
the average receipts per ton per mile of the railroad companies had 
risen only from .735 cent to 1.069 cents, or 45 per cent, and the 
average receipts per passenger per mile from 1.991 cents to 2.755 
cents, or 38 per cent. The natural result was that operating ex- 
penses tended more and more to absorb the whole of railroad reve- 
nue, and the operating ratio rose from 70.65 to 94.38. 


The Rate Advance of 1918 


It was doubtless impossible in 1918 to forecast the full extent of 
the financial pressure to which railroads were to be subjected during 
the war, but it was already evident at this time that a quick and 
substantial raise in rates was necessary. ‘This was accomplished 
by General Order No. ,28. 

The order relating to rates was dated May 25, 1918. It increased 
class rates generally 25 per cent. Commodity rates were, in most 
instances, also increased 25 per cent, although in some cases the ad- 
vance was by specific amounts. Thus the rate on ore was advanced 
30 cents per net ton of 2,000 pounds, that on cement 2 cents per 
100 pounds, and that on coal amounts varying from I§ to 50 cents. 
Export and import rates were discontinued. Passenger fares were 
generally raised to the basis of 3 cents per mile (the average receipt 
per passenger mile in 1917 had been 2.097 cents). Reduced mileage 
rates were discontinued, and passengers traveling in sleeping and 
parlor cars were required to pay an additional passage charge of 
16 2/3 per cent of the normal one-way fare, in addition to the pay- 
ments required for the occupancy of a berth in a sleeping car or a seat 
in a parlor car. The effective increase in passenger charges was ap- 
proximately 20 per cent. 

On the whole, these increases were moderate, and less than in 
European countries. Indeed, they were probably less than the sit- 
uation called for. Except for General Order No. 56, increasing ex- 
press rates, there was no further general advance in rates during 
federal control. Whatever disarrangement in business was caused 
by General Order No. 28 was due less to the amount of the advance 
than to the fact that the increase produced by this order was a 
horizontal one, which necessarily established new relationships be- 
tween rates and produced conditions of relative disadvantage ta 
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certain districts. The Administration provided for the modification 
of the rate structure to meet cases of hardship by the appointment 
of regional, district, and local freight traffic committees with minority 
shipper representation. These committees rendered good service in 
hearing and adjusting complaints, but, not unnaturally, they were 
unable to remedy all the maladjustments which occurred. 


Priority Regulation 

A third duty of the Railroad Administration was that of selecting, 
for preferential treatment, those movements of passengers or of 
freight which were important in the prosecution of the war. This 
was a matter in which codperation between government agencies 
was necessary, as it was idle to give priority in transportation to an 
industry or to a plant which could obtain no coal from the Fuel Ad- 
ministration and no steel from the War Industries Board. ‘The 
Railroad Administration, as one government department with head- 
quarters at Washington, easily arranged for codperation with other 
departments, and was able to do this in detail and promptly. 

What happened with respect to preference was that the War In- 
dustries Board prepared a so-called “Preference List” during the 
war on which were placed the names of industries and of plants 
within those industries whose operation as a war measure was con- 
sidered to be of exceptional importance. In addition, the Board 
published a general classification of purposes demanding preference 
treatment for the guidance of other governmental agencies. ‘This 
classification named ships as the country’s most pressing need, then 
aircraft and munitions, fuel, food, clothing, railroads, and public 
utilities, in the order mentioned. The United States Railroad Ad- 
ministration, in furnishing transportation, was guided by this classi- 
fication and by the Preference List. Cases where plants found it 
difficult to get transportation, although they had been accorded 
priority in obtaining materials, were certified by the War Industries 
Board to the Railroad Administration, in order to prevent undue 
delay. These arrangements did much to systematize railroad service 
and to bring it in harmony with the general policies which the nation 
followed in carrying on the war. 

The Director-General endeavored also to restrict passenger traffic 
as a part of his general program of selection, but met here the same 
obstinate resistance which foreign governments encountered in their 
attempts to achieve a similar result. 

Finally, and apart from codperating with other branches of the 
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government in administering preference regulations, the Director- 
General properly felt it to be his duty to use the advantages of unified 
control of the nation’s transportation system which he possessed to 
the fullest extent in promoting speed, certainty, and economy in 
railroad operation. 


Curtailment of Traffic Expenditure 

Inasmuch as the competitive activities of private railroad com- 
panies ceased with the beginning of federal control, there were cer- 
tain types of expenses which the Administration could at once elim- 
inate. One such sort of outlay was that for solicitation of freight. 
Thus the amount of advertising was reduced, the distribution of 
time tables cut down, so-called “off-line” or railroad agencies not 
located upon the line of road which they represented were abolished, 
and, in general, the expenditures for traffic purposes were made 
smaller. 

The outlays of Class 1 carriers for traffic purposes during, before, 
and after, federal operation were as follows: 


Per cent 

trafhe 

to total 

Calendar Total operating Traffic operating 
year expense expense A expense 
ECIO ee eee os Be $2,357,398,412 $62,839,996 2.66 
LOT TAS aad ets Die wees Z S20 325123 64,985,070 2.29 
FIO} Cale ton ts Reacecsole CRNATCOs ROE 3,971, 870,043 48,020,134 Tee 
TO LOM ay ORME EIR es eee 4,378 , 285,227 47,450,487 T.08 
NO2 Oneaiatecava ss aeinrer atee avers) si or 5,830,620, 492 74,530,997 125 
ACPA) Ue cea en ere eT oer 4, 562, 668 , 302 84,183,424 1.84 
OOD ni co Meade tees tment eeeeee AQ ATANSOO SR 86, 506,907 1.96 


Traffic expenses fell from $65,000,000 in I917 to $49,000,000 in 
1918 and to $47,000,000 in I919,gat a time when total expenses were 
rapidly increasing. Not all of the saving through the elimination 
or reduction of traffic outlays was clear gain, for the carriers, in 
competing, had rendered services to shippers that were not con- 
tinued under the new regime. Some real economy was, neverthe- 
less, secured. 


Other Economies in Operation 
There was an operating as well as a traffic advantage in treating 
the railroads of the country as one instead of as 182 separate sys- 


1 Traffic expenses include outlay for solicitation, advertising, industrial and immi- 
gration bureaus, the printing of tariffs, and salaries of officials who form part of the 
“traffic departments” of railroad companies. 
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tems. It was, for instance, no longer necessary for railroad men to 
calculate and check divisions of revenue upon interline freight with 
the same care as formerly, as it made no difference to anybody how 
earnings were divided. The same was true of per-diem, mileage, 
and rental payments between roads for the use of equipment and the 
apportionment of claims for loss and damage. Analogous to these 
economies were those obtained by greater freedom of routing, by the 
joint use by several railoads of well-situated terminals, and by the 
better distribution of service through the elimination of duplications, 
as when several trains had formerly left the same terminal at the 
same time, bound for the same destination. The consolidation of 
ticket offices was still another act which promised some saving in 
expense without corresponding deterioration in service. 

It would require an excessively long enumeration to lisr all the 
matters through which the Director-General sought to utilize the ad- 
vantages of unified control so as to promote economy in railroad 
operation. The followig items may, however, be mentioned in ad- 
dition to those already described: 

Pooling of freight cars —Freight cars were distributed, after 1917, 
without regard to ownership, to the points where they were most 
needed. In December, 1917, the per cent of home cars to total cars 
on the line was 48. By February, 1920, this had fallen to 21.5 per 
cent, which meant that, on the average, only one out of every five 
cars upon the line of a railroad in the United States belonged to the 
company which was operating it. By December, 1926, the per- 
centage of home cars to total cars on line had again risen, to 59.5 
per cent. 

Pooling of locomotives —Engines as well as cars were shifted from 
road to road as needed. 

Joint use of tracks—In some cases two single-track lines, for- 
merly operating as competing carriers, were now used as one double- 
track system. ‘The comparable joint use of terminals has already 
been mentioned. 

Standardizing equipment.—Unified government control made it 
possible to reduce somewhat the number of types of engines and 
cars used—a policy which made for economy in production and 
greater interchangeability in use. 

Standardizing statistics —Effort was directed during the war to 
the improvement of railroad operating statistics, and some interesting 
results were obtained. 

Probably the total results of these various economies were slight, 
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because American railroads were already too well organized before 
the war to permit the Director-General to effect great savings by 
sudden changes in operating method, and because, after all, many 
of the improvements mentioned applied only to matters of detail. 
The accomplishments of the Administration can be better measured 
by the utilization of railroad track, equipment, and personnel during 
the war than by the enumeration of cases of standardization or of 
consolidation, and upon this subject, accordingly, a few words will 
be said. 


Utilization of Track 


The average freight and passenger train mileage per mile of track 
from 1915 to 1922 is stated in the following table: 


FREIGHT AND PASSENGER TRAIN MILES PER MILE OF TRACK,! CLASS I CARRIERS, 


I9I5—22 
Year ended Freight-train miles _ Passenger-train miles 
June 30 per mile of track per miles of track 
HOV endercle he eenetrc Gare I, 504 1,561 
TKOPKG Renee A eta ean 1,641 Tas 72 
Year ended 
Dec. 31 
NOOSE ec es 1,696 1582 
ROU] Mrs sen ces tem ie ig ted 1,561 
OT Seis Cn Pere eneee ise 1,054 I,422 
TOTO MST Nee rele he 1,404 1,438 
KOPXO)s ong thc cla ees rae 1,610 1,488 
MOD Tame ers eae cae: 1,346 1, 463 
LO22 en eee 1,399 1,416 


The figures show that the utilization of track during the war years 
1918 and 1919 was slightly below normal. The decline was more 
marked for passengers than for freight, but it is evident in each 


category. 


Utilization of Personel 


The reader is referred to earlier pages in this chapter for statistics 
of the number of employees of Class I carriers and of the total num- 
ber of hours worked in different years. What the output was per 
employee or per employee-hour can best be determined by relating 
these statistics to other figures showing traffic. The following table 
attempts something of this sort by the use of index numbers, and 
also by the calculation of output in so-called traffic units, made up 


1Tnterstate Commerce Commission, “Annual report on the statistics of railways of 
the United States, 1921, 1922.” 
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by addition of ton and passenger miles to obtain a rough measure 
of transportation service in the. aggregate: 


COMPARISON OF CHANGES IN THE NUMBER OF EMPLOYEES, HOURS WORKED, 
TON AND PASSENGER MILES, AND TRAFFIC UNITS PER EMPLOYEE AND PER HOUR u 


Average Trafic units 
Year number of Ton Passenger Per Per 
ended employees miles miles employee employee 
Dec. 31 (1916 = 100) (1916= 100) (1916 = 100) hour 
TOVOn sane: 100 100 100 261 ,643 83.04 
TOIT Antic 105.2 108.6 II4.1 270 5 107 86.39 
OU nya alegre TITS. III.O eae 262,101 54.66 
TOTO meee RO) 99.8 134.0 231,010 87.84 
TO? On mea 122.8 112.8 13525 FAA 2TAN  GOW7e 
ey Relea ce TOO47, 86.0 107.9 227 , 883 gI.19 
TOLD sees 98.7 93.8 102.5 250,435 94.50 


There is some indication in the preceding table that the average 
railway employee did not produce so much in ton miles under federal 
control in 1918 or in 1919 as either before or after these years. In 
1918 the output was lower both per employee and per hour. The 
record was, however, better for passengers than for freight, due to 
the rapid increase in the volume of this business. While it is danger- 
ous to be dogmatic about the reeasons for the decline in the effective- 
ness of railway labor, there is evidence of lowered morale under 
federal control, while the administration suffered in 1919 the effects 
of a slump in traffic upon an enlarged labor force. 


Utilization of Equipment—Routing Policies 


The general policy of the Director-General with respect to routing 
was expressed in the following paragraphs of General Order No. 1: 


1, All transportation systems covered (by the President’s Proc- 
lamation) shall be operated as a national system of transpor- 
tation. 

2. The designation of routes by shippers is to be disregarded 
when speed and efficiency of transportation service may thus 
be promoted. 

3. Traffic agreements between carriers must not be permitted 
to interfere with expeditious movements. 

4. Through routes which have not heretofore been established 
because of short hauling or other causes are to be established 


‘Interstate Commerce Commission, “Annual report on the statistics of railways of 
the United States,” 1921, p. xxi; 1922, p. xxi. 
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and used whenever expedition and efficiency of traffic will 
thereby be promoted. ... 


These instructions clearly expressed a policy of direct routing, and 
this was consistently the intent of the Railroad Administration during 
its entire life. It is rather curious that, in spite of this policy, the 
average length of haul upon American Class I railroads increased 
rather than diminished during the war. This is shown by the fol- 
lowing table: 


AVERAGE LENGTH OF HAUL UPON CLASS I RAILROADS IN THE UNITED STATES ! 


Average haul, 
freight, for United 


States railroads Average 
considered as a journey per 
Calendar single system Passenger 
Year (Miles) (Miles) 
TOL OM rere he 2 tt ate nae aerate 277.98 33.58 
BO) pg Seok eys tet cerita enone es 288.18 36.13 
TOT ter they OG AR Aa, MAR 206.89 38.48 
TEONGON, sce ENS eT 308 .60 38.68 
ROD Gmrarnt eine sealers peeks BOR Ge 37.30 
Ce Te ions te Rule ecuno a es 304.11 an 53 
COLO, Choke Geko on Sean Bicrtre oa 20777, 36.19 


A tendency toward a greater average length of haul in American 
railroads, which was evident as early as 1906, is attributed by the 
Interstate Commerce Commission to fundamental economic changes, 
such as the development of the Western states, growth of exports, 
and shifting of centers of production and consumption. 

The explanation of the increased length of haul during the period 
of federal control is probably to be found in minor changes in the 
character of the traffic handled. In so far as the influence of the 
Railroad Administration was effective, it is quite certain that it 
was exerted to reduce the quantity of transportation used to ac- 
complish given displacements of persons and of goods. 


Train and Car-loading 

The Director-General was able, in 1918 and 1919, to increase the 
number of tons loaded into a train, and, during 1918 at least, to 
raise the average load per freight car. Similar though less marked 
results were obtained in passenger service. 


1 Interstate Commerce Commission, Annual Report, 1924, p. 105. 
4) 
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AVERAGE CARLOAD AND TRAINLOAD FIGURES, CLASS 1 CARRIERS, 1916 TO 1923 x 


Tons per 
loaded Tons per 

Year ended freight freight Passengers Passengers 

Dec. 31 car train per car per train , 
1 LO) US i auces Marurieni thes teers eck ear ae 22.84 560 16 57 
SUG t/a soe oO on pean DAE 597 17 65 
ONG RE eRe OOo Oe 20.00 628 20 76 
TO LOM tna 8 Cis eRe 25.40 631 2I 82 
NOZOMI Rese escent tie 2072 647 20 80 
NG 2D eer Anuar ae oh ee aoe See 24.60 579 16 67 
(OPI) are reenter ren ts Plt eys | 611 16 65 
LO 2 sree ete pnantrc ner iad O5e17, 644 16 67 


The average number of tons per loaded freight car increased from 
24.77 in 1917 to 26.99 in 1918. In 1919 it declined, but in spite of 
this the years 1918-20 show exceptionally heavy loading per car and, 
also, per train. Much of this result was undoubtedly die to concen- 
trated and vigorous effort by the Railroad Nosiieeesaon. 


Empty-car Mileage, Miles Per Car Per Day, Unserviceable 
Cars 

The reverse side of the picture with respect to utilization of equip- 
ment is presented in the table on page 539 showing the percentage of 
empty-car mileage to total car mileage, the average number of miles 
traversed per car per day, the percentage of unserviceable to total 
equipment, and the number of ton miles daily per ton of freight-car 
capacity. 

While the average load per loaded car was high in 1918 and 1919, 
the percentage of empty and unserviceable cars also increased. This, 
and especially the latter, caused in turn a reduction in the average 
number of miles accomplished per car per day. If it had not been for 
these offsetting factors, the heavier loading of loaded cars would 
have produced a much greater general efficiency in the use of equip- 
ment than was ever actually attained. 

The best summary of the results which were secured is probably 
that given in column 5 of the following table, where the daily ton 
miles per ton of freight-car capacity is set forth. This figure is 
calculated by dividing the reported number of tons moved one mile 
by the product of aggregate freight-car capacity and the number of 
days in the year (365). It represents, therefore, the amount of useful 


1 Interstate Commerce Commission, Annual Report, 1924, p. 106. 
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EMPTY-CAR MILEAGE; CAR MILES PER DAY; UNSERVICEABLE CARS; TON MILES 
PER DAY PER TON OF CAR CAPACITY ! 


Per cent Per cent Ton 
empty car Freight- freight cars miles 
mileage of car unservice- per day 

total miles able to per ton 
Year ended freight- per car total of 
June 30 car per day freight freight-car 
mileage cars capacity 
LGR cca ems tis chee ta atias Sa ay 23.7 we, 9.23 
NOLO: mena tera a aeaeiitton. 21/10 26.9 — igh By, 
Year ended 
Dec. 31 
LOU Oars ranean aerate Ae eo Lees 29.9 27.4 6.2 11.76 
NUS Ha op oreca ROB eR OEE GREE OVC CTE: 29.8 270 5.6 10 «235 
UO TOME Merrie peas a Mane MVS Loc Bees) 20.1 G7 12.406 
LCE LIES a eee ee ee aCe mee chee BAT eT. 10.05 
TIO DOMPpEra CWA Acetate KAN eH clare BDA 26.6 Ta) 12.46 
OBI Cocky ae higne  Std chord GS eee 36.9 23nd 1G) oll 9.48 
i ROAD NMR ratty eoes RETO RDC tet NCR Bo 23 iS 12.9 10.31 


work performed each day, on the average, by units of freight equip- 
ment capable each of supporting one ton of weight. This balancing 
figure reflects an improvement in car handling in 1918 over the re- 
sults of the year before, but a distinct falling off in 1919. 

This general conclusion from the summary data in the preceding 
pages is that the federal Railroad Administration made something 
less than a normal use of the track at its disposal during 1918 and 
1919. ‘The output per railroad employee fell off notably, mainly 
because of insistence upon the eight-hour day. As for the utilization 
of equipment, the facts are more difficult to interpret, but here a 
somewhat heavier loading per car and per train appears to have 
offset a larger proportion of empty-car mileage, an increase in the 
percentage of disabled equipment, and a consequent reduction in the 
daily mileage of freight cars. 

The contrasts in all this between the results of government and 
private operation are not striking, except perhaps with regard to 
labor, but they do not indicate increased efficiency as a result of gov- 
ernment control. 

1Interstate Commerce Commission, ‘Annual report on the statistics of railways in 
the United States.’ The statistics showing the percentage of unserviceable cars of 
1915 and 1916 are based upon monthly reports to the American Railway Association. 


These averages range slightly higher than the later figures which were made out on 
the forms and according to the rules of the United States Railroad Administration. 
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CHAPTER XX1IX 


THE TRANSPORTATION ACT OF 1920 


Plans for Reconstruction 


Even before it became apparent that the railroads of the United 
States were to be returned to private hands, a variety of proposals 
for their disposition were made to Congress. When Congress defi- 
nitely refused to extend the period of federal control and opened 
hearings upon the subject of the return of the railoads to private 
ownership, these proposals multiplied. Shippers, railway managers, 
railway security holders, labor organizations, state railroad commis- 
sions, to say nothing of the Railroad Administration itself, the In- 
terstate Commerce Commission, and many other individuals and 
special groups, formulated plans for future railroad organization and 
control. 

It was all the more striking that interest in the country at large 
was so keen, because at the same time the attention of members of 
Congress themselves to the subject was very casual. While every 
shade of opinion was represented in the hearings before the House 
Committee, from that of Mr. Lenroot, who desired railroad nation- 
alization, and Mr. Bryan, who argued for a system of skeleton trunk 
lines owned by the national government and branches owned and 
operated by the states, to that of the National Association of Owners 
of Railroad Securities, which wished the railroads turned back to 
private corporations with government financial support, Senator 
Cummins, in the Senate, spoke at times to well-nigh empty benches. 
Indeed, a single Republican orator found himself, upon one occasion, 
addressing the presiding officer and six Democrats. 


Congressional History of the Transportation Act of 1920 


The Transportation Act of 1920 was introduced in the House of 
Representatives toward the end of the first session of the Sixty-sixth 
Congress, on November 10, 1919. It was then referred to committee, 
reported out without amendment, debated about a week, and passed. 

When the bill reached the Senate it was referred to the Senate 
Committee on Interstate Commerce, which reported it out on De- 
cember 9. Meanwhile, from December 2 to December 20 the Senate 
debated a bill of its own. On December 19 the Senate substituted 
its own bill for the House bill and passed it the following day. Fail- 
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ure of the Senate to accept the House legislation made it necessary for 
each chamber to appoint conferees. The conferees reached agree- 
ment in four weeks, the conference report was promptly adopted in 
both houses by substantial majorities, and the Transportation Act 
was signed and officially promulgated under date of February 28, 
1920. 


Demands by Various Interests 


What now were the principal demands made upon Congress in 
1920 which the legislation just referred to was intended to satisfy? 

One demand came from railroad labor. Labor questions had been 
significant during the period of federal operation, and they proved 
no less important in reconstruction. Indeed, the employees went 
further in 1920 than ever before, in that they now demanded a share 
in the management of the railroad system of the United States as 
well as fair wages and fair working conditions for themselves. 

A second demand was voiced by the executives. It looked to a 
national, instead of a state, regulation of railroad operation and 
finance, and at the same time it presented, in a general way, the 
advantages of consolidation of railway companies. It was natural 
for railway officers to feel as they did, as they had been frequent 
sufferers from conflicts in jurisdiction or differences in policies be- 
tween the states through which their lines were operated. As op- 
posed to excessive federal control, the state railway commissioners 
pointed out the desirability of utilizing the knowledge and experience 
gained by state railroad commissions. 

Finally, railway security holders as a group urged that the govern- 
ment adopt a positive attitude in the future toward railroad corpo- 
rations. Instead of repressing them the security holders believed 
that the government should afford the railroads support, or at least 
that it should give the carriers some assurance that earnings in the 
future should amount to a reasonable percentage of the value of the 
transportation plant. This was put upon the ground that carriers 
would not otherwise be able to secure the new capital of which they 
stood in need. The demand of the security holders was backed by 
the railway executives and by the railway supply houses, and re- 
ceived a certain approval even from the shippers’ organizations. 


The Plumb Plan 


In some ways the labor proposals which figured in the congressional 
hearings of 1929 were the most interesting of all the suggestions 
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urged upon the legislature. The best known of these proposals were 
the ones embodied in the “Plumb plan,” so-called after its author, Mr. 
Glenn E. Plumb. Advocates of the Plumb plan were in favor of 
government ownership. They went, however, beyond this, and 
suggested that the government should purchase the railroads of the 
country, and lease them to a corporation controlled by railway em- 
ployees for purposes of operation. The corporation was to pay 
operating and maintenance expenses and interest on the purchase 
money bonds issued by the government by way of rental, and the 
surplus of revenues over these requirements was to be equally di- 
vided between the government and the employees. 

The financial success of the Plumb plan would have depended 
upon the ability of the government to purchase private railroad sys- 
tems at an economical figure, and, beyond this, upon the degree to 
which the efficiency of railroad labor would have been increased by 
more democratic organization and by the direct incentive to economy 
provided by an opportunity to share in net returns. On neither 
of these points did Mr. Plumb entertain any doubts; on the other 
hand, the outcome appeared problematical to most persons who con- 
sidered the scheme, while it was evident that the entire financial risk 
rested upon the Treasury of the United States. For these reasons 
the plan was eventually laid aside. 


Pre-war Statutes Providing for Conciliation and Arbitration 


While the Plumb plan was rejected, Congress was disposed to pass 
some legislation regarding railway labor, and for this purpose con- 
sidered and elaborated both upon war experience and upon pre-war 
legsilation providing for conciliation and arbitration in the railroad 
industry. 

There were three pre-war statutes which could be turned to for 
guidance at this point. The first had been passed in 1888. This 
law empowered the parties to a dispute involving transportation 
companies and their employees to establish a board of arbitration 
for the occasion, which should have the power to subpcena witnesses, 
to administer oaths, and to render, although not to enforce, a decision 
in the controversy. It also empowered the President to appoint a 
temporary commission of two members to investigate and report, 
when the parties were not disposed to arbitrate. 

The second and third pre-war labor statutes were passed in 1898 
and 1913, respectively. Both provided again for voluntary arbitra- 
tion by temporary boards chosen by the parties, but paid by the 
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government and endowed by the government with certain powers. 
The investigating commission of the Act of 1888 became, however, 
in the later laws, a permanent mediating body; first with two, and 
then with three members, functioning upon application of either party 
toa dispute. According to the Act of 1898 the Commission of Media- 
tion was to consist of the chairman of the Interstate Commerce 
Commission and the United States Commissioner of Labor ex officio. 
The statute of 1913 provided for a specially appointed Commissioner 
of Mediation and Conciliation, who, with two other government 
officials, was to constitute the board. 

Finally, in addition to pre-war legislation, Congress had the benefit 
of the war-time boards of adjustment, and the experience of the 
Board of Wages and Working Conditions which had reported to the 
Director-General. This is the background to be borne in mind when 
studying the labor clauses of the Act of 1920. 


Adjustment Boards 


The two pieces of machinery which the Act of 1920 set up for 
handling disputes between transportation companies and their em- 
ployees were, first, a new series of adjustment boards, and, second, a 
so-called Railroad Labor Board that took the place both of the for- 
mer Board of Wages and Working Conditions and of the still older 
mediating bodies and arbitration tribunals of the Acts of 1898 and 
1913. 

The adjustment boards authorized by the Transportation Act 
were to be established by agreement between carriers and their em- 
ployees or organizations representing their employees. It was under- 
stood that there might be few or many boards, according as the plan 
proved popular or unpopular. In each case the size of the board was 
to be determined by the parties interested, as well as other details 
such as territorial jurisdiction or length of term of members, while 
each board was to receive for hearing and decide disputes involving 
grievances, rules, and working conditions, which the railroads inter- 
ested and their employees had not been able directly to adjust. 
There was no penalty, however, for violation of the boards’ decisions. 

By name and, in part, by function, the new adjustment boards re- ~ 
sembled those which operated during the war. There were, however, 
differences between the war and the post-war organizations. One 
difference was that the war organizations were set up by decree; 
while the adjustment boards of 1920 depended for their existence 
upon the action of the parties between which they were to mediate. 
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Another difference was that the war-time boards were national in 
their jurisdiction, while the subsequent boards might be national 
or local, according to the terms of the agreement by which they 
were created. In general, the men favored national adjustment 
boards, because organizations of national scope were expected to re- 
move the discussion of grievances from the atmosphere of local preju- 
dice, because they would establish general principles for the 
interpretation of agreements, and because they would reduce to a 
minimum the number of men withdrawn from railroad service to 
serve as judges. ‘The carriers opposed national boards because they 
believed that tribunals of this kind would lose contact with local 
conditions, would bring about undue standardization, and would in- 
volve unnecessary expense of time and money, not only in maintain- 
ing the boards, but also in attending upon them.t That national 
boards might strengthen national railway unions was an additional 
argument against them from the carriers’ point of view. 

These differences delayed the establishment of adjustment boards 
under the Act of 1920, but by 1924 a board had been erected for 
engine and train-service employees on one large railway system in 
the East, another covering three systems in the East, one covering 
the greater number of systems in the Southeast, and another cover- 
ing the majority of the railroads in the West. Formal boards of 
adjustment for other classes of employees were also set up on in- 
dividual railroads. 


Railroad Labor Board 


Besides the adjustment boards, the Transportation Act of 1920 
provided for a “Labor Board.” ‘This was intended to be a tribunal 
of very considerable dignity and permanence. ‘The members of the 
Labor Board were to be nine in number, including three representa- 
tives of the public, three of labor, and three of management. The 
public representatives were to be appointed directly by the Presi- 
dent; other members were appointed by the President, but out of a 
specified number of nominees submitted by the carriers and the 
labor interests, respectively. The salaries of members of the Labor 
Board were fixed at $10,000, their term of office at five years, and 
their jurisdiction was extended to questions of both wages and sala- 
ries, and to disputes over grievances, rules, and working conditions 
which the boards of adjustment could not settle because they had 


1 Hearings on Howell-Barkley bill, 1924, testimony Holden, Richberg. 
2 Hearings on Howell-Barkley bill, testimony Walbers. 
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not been organized or because they could not or would not render 
a majority decision. Like the adjustment boards, the Labor Board 
had no authority to enforce any judgment it might pronounce.* 

The immediate precedent for the Railroad Labor Board was the 
Board of Wages and Working Conditions mentioned in Chapter 
XXVIII. It will be observed, however, that the Board partook also 
of the functions of the boards of arbitration and investigating tribu- 
nals of pre-war times. It differed from the earlier boards of arbi- 
tration mainly in being a permanent body, and from the mediating 
commissions of 1898 and 1913 in that it was empowered to take 
jurisdiction of, and to render an opinion in, a dispute without the 
necessity of prior application by either of the parties concerned. 
The first of these characteristics promised to make the board expert; 
the second promised to make it active. 


English Labor Boards 


It is interesting to observe at this point that the plan of organ- 
ization of the United States Labor Board of 1920 was followed in 
considerable measure in the British “Railway Act” of 1921. In 
Great Britain, the board of final appeal in matters of wages and 
working conditions is called the National Wages Board. It consists 
of six representatives of the carriers, six of the employees, and four 
representatives of the users of railways, with an independent chair- 
man nominated by the Minister of Labor. 

Under the National Wages Board is a Central Wages Board, com- 
posed of eight representatives of the railways and eight representa- 
tives of the railway employees; while the Act also declares that 
arrangements shall be made for establishing, for each railway com- 
pany affected, one or more councils, made up of officers of the com- 
pany and representatives of the men. Questions relating to rates 


1 The Interstate Commerce Commission was charged with the duty of prescribing 
the manner in which carriers and labor interests were to make their nominations. It 
accordingly designated the Association of Railway Executives as the organization to 
present nominations for board members representing management. In the case of 
labor, the Commission originally set up three groups. These represented, first, engi- 
neers, firemen, conductors, trainmen, and switchmen; second, machinists, boilermakers, 
blacksmiths, sheet-metal workers, carmen, and electrical workers; and, third, teleg- 
raphers, maintenance-of-way employees, shop laborers, signalmen, clerks, freight- 
handlers, express and station employees, and stationary firemen and oilers. Subse- 
quently the Commission added a fourth group, made up of a somewhat miscellaneous 
assortment of associations, including train dispatchers, yardmasters, traveling auditors, 
roadmasters, and station agents. This fourth group provided the more important 
groups of subordinate officials opportunity to make nominations to the Labor Board, 
while it also found place for skilled and unskilled employees who were not members 
of any association. 
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of pay, hours of duty, or other conditions of service of employees are 
considered first by carriers and employees in conference, then by 
the Central Wages Board, and, lastly, by the National Wages Board. 
This organization reasonably corresponds to the American series of 


system conferences, national adjustment boards, and Railroad Labor 
Board: 


Work of the Railroad Labor Board 


Up to April 30, 1925, the Labor Board had received 13,514 com- 
plaints, of which 12,727 had been settled and 787 were pending. Of 
these complaints, 5,615 were listed by the Board as disputes of a 
local nature, affecting one railroad and its employees in one or more 
classes of service, or possibly two or three railroads at one point. 
Frequently very minute points were involved in such controversies. 
The balance, or 7,899 complaints, were described as disputes of a 
general nature. All of these were concerned with the general re- 
vision of wages or rules and working conditions. The majority of 
the general cases and all but 39 of the special ones were brought by 
organizations of employees.? 

The number of decisions rendered by the Labor Board after 1920 
was something over 2,000, being less than the number of complaints 
disposed of because many complaints are sometimes settled by a 
single decision. Most of the rulings were unanimous, but an examina- 
tion of the decisions up to December 31, 1925, reveals a total of 176 
dissenting votes to majority reports, of which 6 were delivered by 
representatives of the public, 113 by representatives of the carriers, 
and 57 by representatives of the employees. Mr. Wharton, an em- 
ployee representative, is alone responsible for 40 out of the 57 nega- 
tive votes credited to his group. So far as we may judge from these 
figures, the militant members of the Board were those representing 
the carriers’ interests, but in most instances all parties found them- 
selves ultimately able to agree. 


Principal Subjects Dealt With 
The principal subjects dealt with in the more important cases 
were, first, wages, and, second, rules and working conditions. In 


1 Railways Act, 1921, 11 and 12 George V, chap. lv, p. 471. 

2 United States Railroad Labor Board, Statement of Disputes Presented April 15, 
1920, to April 30, 1925. Issued May 1, 1925. The thirty-nine special cases referred 
to in the text were brought by unorganized employees. The general cases include 
four instances of requests by carriers for reduction in wages, involving 1,065 “‘dis- 
putes” in the terminology of the Board, and one instance involving 1,223 “disputes” 
where carriers asked for a decrease and employees for an increase in wages. Other 
general cases were initiated by employees or begun by the Board upon its own initiative. 
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the field of wages, the Labor Board is best known by its decision 
of July, 1920, increasing the pay of railway employees by an amount 
estimated at $600,000,000, and by the later decisions of 1921 and 
1922 after prices had begun to decline, which are estimated to have 
brought about aggregate savings to the carriers of $400,000,000 and 
$135,000,000, respectively. There were no general wage decisions 
after 1922, but most of the later rulings in specific cases provided 
slight increases in pay. 

In the field of rules and working conditions, the Board revised 
the working rules applicable to the shop crafts, telegraphers, tele- 
phoners, and agents, stationary-engine and boiler-room employees, 
and signal-department employees. Engine-service, train-service, and 
marine-department employees were not substantially affected. The 
rules in question related to Sunday and holiday work, vacations, sick 
leave, travel time, intermittent service, and similar matters. Much 
detail was involved in these regulations, and the Board appears to 
have reasonably satisfied all parties concerned, although the effect 
of its action was on the whole to increase the carriers’ operating 
expenses. 


Criticisms of the Railroad Labor Board 


The principal criticisms levied against the Railroad Labor Board 
were the following: 

1, The tripartite organization was said to be unfortunate, because 
it tended to confirm the representatives of management and labor 
in a partisan attitude, and threw the weight of decision upon the 
public representatives. 

2. The public members of the Board lacked technical knowledge. 

3. The permanent character of the Board unfitted it for the work 
of mediation, because any long series of decisions inevitably dis- 
pleased one side or the other and thus destroyed the good will which 
a mediator must enjoy in order to secure success. 

4. The machinery of the Board was unwieldy for the settlement 
of minor disputes. 

5. In practice, the Board was accused of being slow, prejudiced, 
committed to wrong principles of action, and susceptible of being . 
used as a means of propaganda looking to the reduction of wages. 

To these five objections of the employees, the National Industrial 
Traffic League, a shippers’ organization, added that the operation 
of an agency such as the Labor Board tended to undermine disci- 
pline, to limit freedom of contract, and, because the Board acted na- 
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tionally, to strengthen the national organizations both of employers 
and of employees. 


Defense of the Railroad Labor Board 


The principal arguments in behalf of the Labor Board were the 
following: 

1. The Board, through its tripartite organization, recognized the 
public interest in railroad labor disputes, while it retained the advan- 
tage of whatever technical information representatives of manage- 
ment or employees might possess. 

2. Public members of the Board became competent by experi- 
ence. 

3. The permanent character of the Labor Board trained Board 
members and made it possible to build up a staff of experts and 
statisticians. 

4. The official adjudication of labor disputes in the railroad in- 
dustry prevented a number of strikes, for it became practically im- 
possible for any organization to win a strike over the decision of a 
tribunal upon which all parties were fully represented and before 
which the disputants were fully heard. 

5. While the correctness of the decisions of any judicial body is 
proper subject for debate, most of the rulings of the Board com- 
manded the assent of all of its members, and public opinion, on the 
whole, supported the majority of the Board even when decisions were 
not unanimous. 


Reasons for Failure 


The Labor Board ultimately failed to maintain itself because it had 
no power to compel acceptance of its decisions, because the absence 
of any adequate number of adjustment boards overwhelmed it with 
minor controversies, and because the employees came to regard it 
as a hostile organization to which their interests could not safely 
be intrusted. The result was an increasing amount of wage nego- 
tiation and settlement between carriers and employees without ref- 
erence to the Board’s machinery, and, finally, the introduction into 
Congress in January, and the passage of a bill in May, 1926, remod- 
eling the mediation and arbitration provisions of the Act of 1920. 
This bill received the joint indorsement of both carriers and em- 
ployees prior to enactment, and was passed by Congress in the form 
in which it was introduced.t 


1 Sixty-ninth Congress, First Session, Public Acts of 1926, No. 257. 
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The Railway Labor Act of 1926 

The “Railway Labor Act” of 1926, like the Transportation Act that 
preceded it, made provision for the voluntary establishment of ad- 
justment boards to which disputes might be submitted if the parties 
in conference failed to agree. But beyond this, the new law replaced 
the Labor Board by a Board of Mediation, to be composed of five 
members to be appointed by the President of the United States for 
five-year terms, at salaries of $12,000. Either party to a dispute 
might invoke the services of this new tribunal, or the Board might 
proffer its services without application, but the Board of Mediation 
was not to decide a controversy. Instead of this, the Board exercised 
the following functions: 

1. It was expected, first, to use its best efforts, by mediation, to 
bring the parties to an agreement; 

2. Failing agreement, its duty was to urge the parties to submit 
their controversy to arbitration. The arbitration board contemplated 
at this stage of the proceedings was to consist of three or six mem- 
bers, one or two, as the case might be, to be named by each of the 
parties, and the balance by the arbitrators first selected, or, in the 
event of failure to agree, by the Board of Mediation. Members of 
the arbitration board were to be paid by the parties naming them, 
except that the arbitrators selected by the members first chosen or 
by the Board of Mediation were to be compensated by the Board. 
The compensation and expenses of the Board of Mediation itself 
were to be paid by the United States. Both parties to the dispute 
were to agree in advance to accept the award of an arbitration board 
as final and conclusive. 

3. In case carriers or employees, or both, refused to arbitrate, and 
the dispute threatened to interrupt interstate commerce to a degree 
such as to deprive any section of the country of essential transpor- 
tation service, the Board of Mediation was required to notify the 
President, who might thén, in his discretion, create a special board 
for the occasion, to investigate and report respecting the dispute. 
The report of the special board had no binding force, but the law 
provided that after the creation of such a board, and for thirty days 
after the board had made its report to the President, no change, 
except by agreement, should be made by the parties to the contro- 
versy in the conditions out of which the dispute arose. 

The essential features of this arrangement were, first, a perma- 
nent mediating body; second, the selection of special boards for 
arbitration; third, delay and publicity in case the parties failed to 
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agree; and fourth, absence of public representation at any stage of 
the proceedings up to the last. Space does not permit further anal- 
ysis of the provisions of the new law, and experience has been too 
slight to allow prediction regarding its probable success. 


Need of Carriers for New Capital 


We may now turn from the labor clauses of the Transportation 
Act to the provisions relating to railroad earnings. The basic as- 
sumptions of the law of 1920 with respect to earnings were that gov- 
ernment initiative, accompanied by a public statement of policy as 
to rates, was necessary in order to enable carriers to obtain funds 
for the proper maintenance and development of their public service. 
These assumptions marked a distinct change from the congressional 
attitude prior to 1914, but they found their support in certain facts 
and estimates of considerable interest. 

First, as to the amount of new money which the carriers needed 
to secure: 

Secretary Hoover has stated that, according to the experience of 
twenty years before the war, we must build an extension of lines 
annually, including terminal facilities, additional sidings, etc., equal 
to the construction of a new railway from New York to San Fran- 
cisco. He added that we must construct each year, in addition, at 
least 120,000 cars and 2,500 locomotives. 

How much additions of this kind and amount will cost it is of 
course difficult to say, but the Joint Committee on Agricultural 
Inquiry in 1921 expressed the opinion that at least $750,000,000 of 
new investment in American railroads would be needed annually for 
several years. This is borne out by the statistics of improvements 
actually made between 1920 and 1926, 

Railways of Class I have made the following expenditures for 
new equipment and other capital improvements during the past seven 


years: 
IRONS a hehe: Scr RO HTC Oe Ono Ma OO TT $ 653,267,000 
ISD aeons RU etens AME ete tole OIC ORR EO 557,035,000 
[ROI wy Bb a tonceboncattger Shah nte as cy ORCI arC 429,273,000 
TODS Oe Oba ARR ees wink I 059,149,000 
NOVA Lae 3 He torte arch A CRS Oka Cae eee rane mene te 874,743,000 
OPIS Se hoe cee oe SRO OTD Cee eee OCR 748,191,000 
NGPIO IO Hae Ase AO OER AR Roe Oe 885 , 086,000 


1 Railway Age, February 11, 1922. Statement before I. C. C., February 3, 1922. 
2 Bureau of Railway Economics, Miscellaneous Series No. 41, Washington, 1926; 
Ibid., No. 43, 1927. 
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The average of the seven years 1s $743,800,000, and we may ten- 
tatively accept this figure as representing the amount which the 
railroads of the country will find it necessary each year to raise. 


Interest and Security 


Investors require security and at least the current rate of interest, 
to induce them to contribute to railroad development. 

Taking these matters up in reverse order, it was evident in 1920 
that the carriers would for some years be required to pay a higher 
rate of interest than had been customary before the war. Whereas 
high-grade bonds had sold in 1914 upon a 4-per-cent basis, it was 
necessary to pay 7 or 7% per cent in 1920 to market obligations at 
par. This increased dearness of capital was, in part, a result of 
destruction due to war, in part the consequence of monetary infla- 
tion, and in part the effect of competition of tax-free securities; but 
however caused, it promised to increase the interest expenditure of 
American railroads for a considerable time to come. 

Meanwhile the security which railroads could offer had materially 
decreased. Critics of the carriers alleged that the insecurity of rail- 
road investment was the result of financial malpractice or incompe- 
tence. There was doubtless ground for this conclusion in individual 
instances; but the general impairment of the railroad position was 
due more to the difficulty of adjusting rates to changing levels of 
wages and of prices than to recklessness or dishonesty on the part of 
railroad managements. Nor must the pressure of competition from 
the expanding automobile industry and from a stimulated shipping 
service be overlooked. 

In view of these various facts, Congress deemed it necessary to 
extend financial support to the railroads of the country. The leg- 
islature might have met the apparent emergency by loaning money 
direct to carriers at a low rate of interest, and it did, in fact, make 
some provision for temporary railroad loans. Or it might have 
strengthened railroad credit in the open market by some sort of 
government indorsement of railway securities or by a guaranty of 
railway earnings. Thus the French Government has for many years 
past contributed from the public treasury when the earnings of cer-__ 
tain important French railway systems have fallen below an agreed 
sum. ‘These contributions are regarded as advances, and are secured 
by pledge of railway property, especially rolling stock. A similar 
plan has been followed by the United States Government in the 
Philippine Islands. The heavy cost of the guaranties extended to 
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American railroads between March and September, 1920, was prob- 
ably the reason why an extension of this practice was not seriously 
considered. 


Congress Extends Support to Railroad Rates 


The plan which Congress chose to adopt in 1920 was not that of 
a guarantee of interest, but rather that of a supported rate. 
The wording of the law upon this point was as follows 


“In the exercise of its power to prescribe just and reasonable 
rates the Commission shall initiate, modify, establish or adjust 
such rates so that carriers as a whole (or as a whole in each of 
such rate groups or territories as the Commission may from 
time to time designate) will, under honest, efficient and eco- 
nomical management and reasonable expenditures for main- 
tenance of way, structures and equipment, earn an aggregate 
annual net railway operating income equal, as nearly as may 
be, to a fair return upon the aggregate value of the railway prop- 
erty of such carriers held for and used in the service of trans- 
portation: Provided, That the Commission shall have reason- 
able latitude to modify or adjust any particular rate which it 
may find to be unjust or unreasonable, and to prescribe differ- 
ent rates for different sections of the country. 

“The Commission shall from time to time determine and make 
public what percentage of such aggregate property value con- 
stitutes a fair return thereon, and such percentage shall be uni- 
form for all rate groups or territories which may be designated 
by the Commission. In making such determination it shall give 
due consideration, among other things, to the transportation 
needs of the country and the necessity (under honest, efficient 
and economical management of existing transportation facili- 
ties) of enlarging such facilities in order to provide the people 
of the United States with adequate transportation: Provided, 
That during the two years beginning March 1, 1920, the Com- 
mission shall take as such fair return a sum equal to 5% per 
centum of such aggregate value, but may, in its discretion, add 
thereto a sum not exceeding one-half of one per centum of such 
aggregate value to make provision in whole or in part for im- 
provements, betterments or equipment, which, according to the 
accounting system prescribed by the Commission, are chargeable 
to capital account.” 
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In discussing the financial provisions of the Act of 1920, Senator 
Cummins pointed out that the average rate of return upon the prop- 
erty investment accounts of all the railroads in the United States for 
the three years ending June 30, 1917, had been §.2 per cent. The 
rate selected for the future was apparently based upon this past 
experience, although the possibility that railroad property accounts 
had been inflated in the past made the new rate experimental. In 
future practice it was expected that the Interstate Commerce Com- 
mission would use the valuations that it was obtaining under the 
Railroad Valuation Act of 1913, and that in the absence of completed 
valuations it would use its best judgment in the light of all available 
information. 


Earnings Under the Transportation Act of 1920 


The Commission has now operated under the financial clauses of 
the Transportation Act for approximately seven years, and it is 
possible to say something regarding their success. Four rate groups 
have been established. The Eastern includes, generally, the terri- 
tory north of the Ohio and Potomac and east of the Missouri Rivers; 
the Southern, the territory south of the Ohio and Potomac and east 
of the Mississippi Rivers; and the Western and Mountain-Pacific 
groups, the territory west of the Mississippi River. The Commission 
has, further, adopted, in Ex Parte 74, a tentative valuation of $18,- 
goo,000,000 for the railroads in these areas as, of July, 1920, and ac- 
tually has established rates intended to yield, first, 6 per cent, and 
then 534 per cent upon the valuation referred to, increased by actual 
investment made subsequent to the time when the tentative valua- 
tion was made. Without much question these acts have helped to 
re-establish railroad credit, in some measure because of the revenues 
which they have enabled the carriers to collect, and in part because 
of the friendly governmental attitude which they indicate. On the 
other hand, the law has not worked out altogether as expected in 
at least three respects. 

In the first place, the official valuation which the Interstate Com- 
merce Commission was supposed to make under the Railroad Valu- 
uation Act of 1913 is still incomplete. In fact, on October 31, 1926, 
after more than thirteen years of work, final valuations had been 
reached on only 7.3 per cent of inventoried mileage, although progress 
had, of course, been made upon most of the remaining systems. 
Tentative reports had been served at this time covering 160,486 
miles of road, or 65.67 per cent of the whole. The complicated prob- 
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lems involved in valuation proceedings, and the great extent of 
mileage to be covered has made progress expensive and slow. Until 
the detailed valuations of the Commission are finished, the rate 
clauses of the Transportation Act can be administered only upon a 
basis of general estimate. 

Acting now upon general estimate, and resting our conclusions 
upon the tentative valuation of $18,900,000,000 adopted by the In- 
terstate Commerce Commission in Ex Parte 74 and increased by 
subsequent investments, it appears that the rates prescribed by the 
Commission have not yielded the earnings which they were intended 
to produce. This shown by the following table: 


RELATION OF NET OPERATING INCOME OF CLASS I CARRIERS (INCLUDING LARGE 
SWITCHING AND TERMINAL COMPANIES) TO TENTATIVE VALUATION OF THESE 
CARRIERS, INCREASED BY SUBSEQUENT INVESTMENT 


Actual rate earned on: 
Property Tentative 


Year investment valuation 
(Per cent) (Per cent) 
KOLA! vad LUNES Oo RAEN I eee 2.92 4.33 
EO2 2 ecb atae aeskop eran » ai et uint yavanna BROr 4.14 
LOZ per eae Goyen aus. tun curs oenavereqare eto A 4.48 Gree 
Te ee tate ec ier et mie ac-> Ms Ra ee 4.33 prey 
TOD Rasta Ginter tie epews) Pa ete tae 4.85 5.63 
OZ OMe AeA erator eee Sa 10g 5.98 


The lowest yield on property investment recorded for American 
railroads from 1921 to 1926 was 2.92 per cent in 1921, and the high- 
est, 5.13 per cent in 1926. The yield on a tentative valuation has 
been somewhat higher than that on property investment, but the 
railroad earnings for the country did not reach 5% per cent of the 
tentative valuation set by the Commission until 1925. In 1922, after 
two years had expired, the Commission ruled that 534 per cent was 
to be regarded as a fair return. Still less, of course, was this sum 
earned, and the temper of public discussions inclines one to doubt 
whether carriers in this country will ever be permitted to collect so 
much over any considerable period of time. 


Recapture of Excess Earnings 


Finally, the rate clauses of the Transportation Act have created 
a somewhat unexpected situation in dealing with excess earnings 
and with the consolidation of carriers. ‘These matters are somewhat 
complicated and deserve more than a passing reference. 
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The essential part of the Act which relates to excess earnings 1s as 
follows: 


“Inasmuch as it is impossible (without regulation and control 
in the interest of the commerce of the United States considered 
as a whole) to establish uniform rates upon competitive traffic 
which will adequately sustain all the carriers which are engaged 
in such traffic and which are indispensable to the communities 
to which they render the service of transportation, without en- 
abling some of such carriers to receive a net railway operating 
income substantially and unreasonably in excess of a fair return 
upon the value of their railway property held for and used in 
the service of transportation, it is hereby declared that any 
carrier which receives such an income so in excess of a fair 
return, shall hold such part of the excess, as hereinafter pre- 
scribed, as trustee for, and shall pay it to, the United States. 

“If, under the provisions of this section, any carrier receives 
for any year a net railway operating income in excess of 6 per 
centum of the value of the railway property held for and used 
by it in the service of transportation, one-half of such excess 
shall be placed in a reserve fund established and maintained 
by such carrier, and the remaining one-half thereof shall, within 
the first four months following the close of the period for which 
such computation 1s made, be recoverable by and paid to the 
Commission for the purpose of establishing and maintaining a 
general railroad contingent fund as hereinafter described.” 


The Act goes on to provide that the half of the excess income re- 
tained by the carrier may be used for any lawful purpose after a 
reserve of 5 per cent of the value of its property shall have been 
accumulated, and that the half which goes to the government shall 
be placed in a revolving fund from which the Interstate Commerce 
Commission may make loans to carriers or with which it may buy 
equipment or facilities for the purpose of leasing them to carriers. 

The purpose of the excess earnings provisions of the Transporta- 
tion Act is to equalize the position of carriers who, because of dif- 
fering location, are unable to make the same earnings as their com- 
petitors at equal rates. 

The constitutionality of the Act has been questioned on the ground 
that Congress has no power to appropriate earnings derived from 
reasonable rates, and that railway charges are fixed by the Inter- 
state Commerce Commission and may be assumed for this reason to 
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be reasonable. The Supreme Court has, however, ruled that there 
is no appropriation because the carriers never acquire title to, but 
only accept custody of, receipts which exceed a fair return upon a 
fair value of its property.? 

It will be readily understood, however, even on this theory, that 
prior valuation is essential to recapture, for otherwise there is no 
way to distinguish the portion of its receipts which a carrier holds 
in trust for the public. Hence the delay in the Interstate Commerce 
Commission valuation already alluded to has kept recapture upon a 
voluntary basis. Orders have been served upon all carriers subject 
to the Act, and reports have been received admitting excess earnings 
of $10,845,901.48 over a period extending from the passage of the 
Transportation Act in 1920 to the end of the year 1923. Of this 
amount the Commission has collected $4,955,197.27, or something 
under one-half. The majority of payments have been made under 
formal protest, and therefore the contingency fund, composed pri- 
marily of such payments, has not been made available for the uses 
contemplated by the statute. 

We have now to summarize rapidly the remaining features of the 
transportation legislation of 1920, with the exception of the clauses 
relating to consolidation, already fully considered in Chapter XXIV. 


Transition from Public to Private Management 


Inasmuch as the Transportation Act marked the return of rail- 
roads to private management, it necessarily contained a number of 
clauses revoking powers of operation and control granted to the 
President under previous legislation and providing machinery for the 
liquidation of claims against the government and for the settlement 
of disputes of whatever nature arising out of federal control. These 
provisions of the law were important, but their temporary and 
transitional character makes it undesirable to discuss them in de- 
tail. The responsibility of representing the government in these 
matters was assumed by Mr. J. C. Davis, who succeeded Mr. John 
Barton Payne as Director-General ? in March, 1922 Mr. Davis per- 
formed his duties with such expedition and success that by January, 
1926, he was able to withdraw and to leave the task of completing 
pending negotiations to the Secretary of the Treasury, who now 

1 Dayton-Goose Creek Ry. v. U. S., 263 U. S. 456, 1924. 

2 The successive Directors-General were W. G. McAdoo, appointed December 27, 
1917; Walker D. Hines, appointed January 10, 1919; John Barton Payne, appointed 
May 18, 1920; James C. Davis, appointed March 28, 1922; and Andrew W. Mellon, 
appointed January I, 1926, 
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assumed the title of Director-General for this purpose. The six- 
months government guaranty of interest during reconstruction and 
the final cost of this and of federal operation to the taxpayer have 
been discussed in Chapter XXVII. 


New Powers Conferred Upon the Interstate Commerce Com- 
mission—R ates 


The Transportation Act altered the powers of the Interstate Com- 
merce Commission over railroad rates in four particulars. In the 
first place, it conferred upon the Commission the authority to fix a 
minimum rate. This logical extension of the power to fix a maximum 
rate, first granted in 1906, strengthened the hands of the Commis- 
sion in dealing with cases of discrimination, allowed it to protect 
water carriers against destructive competition, and enabled it also, 
more generally, to require each commodity to contribute its fair 
share to railroad revenues. 

A sccond amendment, relating to the suspension of rates, reduced 
the total period during which a proposed rate might be suspended 
from ten to five months. The clause here amended was introduced 
in 1910 in order to protect the public against the collection of rates 
against which protest was made while these rates were the subject 
of litigation before the Commission. As originally passed, the Com- 
mission was authorized to suspend the operation of proposed 
schedules for 120 days, and then, if necessary hearings were not 
completed, to extend the suspension for a further period of six 
months, a total of ten months in all. In 1920 the extension of the 
suspension was limited to thirty days, thus limiting the period of 
uncertainty to five months. In 1927, the period was again changed 
to seven months, where it now stands. 

Still another amendment in 1920 changed the clause in the exist- 
ing law which required rates, fares, and charges to remain in exist- 
ence for a period of two years after the determination of the 
Commission, to provide for continuance until further order, or for a 
specified period of time, according as should be prescribed in the 
original order, unless the rates in question should be suspended or 
modified or set aside by the Commission, or be suspended or set 
aside by a court of competent jurisdiction, 

Finally, the long-and-short-haul clause of the Act to Regulate 
Commerce was amended in the manner already set forth in Chap- 


ter XV. 
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Construction and Abandonment 


The clauses in the Transportation Act of 1920 relative to the con- 
struction of new and the abandonment of old lines of railroad have 
been discussed in Chapter XVII. Briefly summarized, they required 
preliminary approval by the Interstate Commerce Commission be- 
fore a new road might be built or an old road dismantled. This 
was an important addition to the Commission’s power, although one 
already possessed by many state railroad or public-utility commis- 
sions. It was limited in effect, for constitutional reasons, to railroads 
engaged in interstate commerce, but inasmuch as most rail carriers 
participate in interstate business to a greater or less extent, the Com- 
mission’s control in this respect mentioned nearly all railroads of any 
importance in the United States.4 


Operation 

The Commission has long had authority over regulations and prac- 
tices connected with the receiving, handling, transporting, and storing 
of property in so far as necessary to enforce service upon just and 
reasonable terms, as well as authority in a limited field derived from 
the obligation to enforce the various safety-appliance Acts. Such 
authority, however, fell far short of the general power to issue orders 
regarding operating practice, as it was directed to the prevention of 
extortion and discrimination or to the introduction of specific safety 
devices, and not to the question of efficiency of operation. 

In 1917, the Commission was empowered to establish reasonable 
rules, regulations, and practices with respect to the movement, dis- 
tribution, exchange, interchange, and return of railroad freight cars, 
and, in case of necessity, to suspend existing regulations and to issue 
directions regarding car service for such length of time as it believed 
to be in the public interest.” 

In the Transportation Act of 1920, the jurisdiction of the Commis- 
sion was extended to freight locomotives and to special equipment as 
well as to freight cars, and to the use, control, and supply of equip- 
ment as well as to its movement, etc. Moreover, in case of shortage 


1In State of Colorado v. United States (46 Sup. Ct. Rep. 452, 1926) the United 
States Supreme Court held that the Interstate Commerce Commission had authority 
to authorize discontinuance of intra- as well as of interstate trafic under some circum- 
stances. This case involved a railroad located entirely within a state. The carrier 
was operated by a larger company, at a loss, and the Commission proceeded upon the 
theory that continued operation would amount to a burden upon interstate commerce, 
because the parent company was engaged in such commerce and would have to make 
the losses good. The Court upheld the Commission’s decision. 

22OrS tats le aLOns cola, 
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of equipment, congestion of traffic, or other emergency, the Commis- 
sion was empowered to make just and reasonable directions (a) with 
regard to car service without regard to the ownership as between 
carriers of locomotives, cars, and other vehicles, (b) to require the 
joint or common use of terminals, and (c) to give directions for 
preference or priority in transportation, embargoes, or movements 
of traffic under permits. Again, whenever the Commission was of 
opinion that any railroad was unable to transport the traffic offered 
it so as properly to serve the public, it might issue directions with 
respect to the handling, routing, and movement of the traffic of such 
carrier and its distribution over other lines of roads.1 Still again, the 
Commission might, after hearing, order any railroad subject to its 
jurisdiction to provide itself with safe and adequate facilities for car 
service, and even to extend its line or lines. 

No change was made in the Commission’s authority under the 
Safety Appliance Acts except that the federal body was now em- 
powered to require carriers to install automatic train-stop or train- 
control devices, as well as to enforce the older acts relating to 
automatic couplers, hand holds, and similar apparatus for the pres- 
ervation of life and limb. 


Securities 


The new law gave to the Interstate Commerce Commission for 
the first time, power to control security issues of carriers subject to 
the Act to Regulate Commerce. It was made unlawful for any 
carrier to issue any share of capital stock or any bond or other evi- 
dence of interest in or indebtedness of the carrier, or to assume any 
liability as lessor, lessee, guarantor, indorser, or surety in respect to 
securities of any other person or corporation until authority from 
the Commission had been secured. Certain directions were given 
the Commission in the administration of its new powers, and this 
jurisdiction of the federal body was declared to be exclusive and 
plenary. 

The principal purpose of the amendment was to prevent glaring 
malpractices in the issue and sale of railroad stocks and bonds such 
as had become familiar to the general public through Interstate 
Commerce Commission investigations of the New Haven, Rock 
Island, Pére Marquette, and St. Louis and San Francisco Railways. 
Incidentally, the power to regulate security issues later proved of 


1 The constitutionality of the grant of power described in the text was affirmed in 
Avent v. United States, 45 Sup. Ct. Rep. 34, 1924. 
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value to the Commission in controlling railway consolidation under 
other sections of the law, and was an appropriate corollary to the 
assumption by Congress of responsibility for railroad earnings. 

Clauses regulating the issue of railroad securities were to be found, 
in 1920, in the statutes of several of the states, and earlier pro- 
posals for federal legislation had been approved by the House of 
Representatives in 1910, 1914, and again in 1916. The idea was not, 
therefore, new. The definite substitution of federal for state control 
in the finances of interstate carriers subject to the Act was, however, 
a boon to the carriers because it relieved them from the necessity 
of complying with various and sometimes conflicting state statutes, 
and it was also in the public interest because central regulation is 
easier to enforce than state regulation and more likely to express 
a uniform and consecutive policy. 


Accounting 

The Transportation Act of 1920 declared that the Interstate 
Commerce Commission should have access to all documents, papers, 
and correspondence kept by carriers subject to the Act as well as to 
all accounts, records, and memoranda. It also directed the Com- 
mission to prescribe the classes of property for which depreciation 
charges should be set up and the percentage of depreciation to be 
charged in each class. These additions to the law were of some 
significance, but in general the accounting clauses of the Interstate 
Commerce Act were left unchanged. 

The preceding pages have made it plain that the Transportation 
Act of 1920, on the one hand, began certain experiments relating 
to the control of railroad wages and to the support of railroad earn- 
ings, and, on the other hand, enlarged in many respects the powers 
of the Interstate Commerce Commission with respect to railroad 
construction, operation, rates, accounting, and finance. The Com- 
mission is now the most powerful of the regulative boards associated 
with the federal government at Washington as well as the most 
voluminous contributor, through its decisions, to the expanding body 
of our administrative law. During the year ending December 31, 
1926, it rendered 1,035 decisions, conducted 1,584 hearings, published 
reports on II investigations, and spent the very substantial sum of 


$5,936,723. 
Increase in the Work of the Interstate Commerce Commission 


The extent to which the work of the Interstate Commerce Com- 
mission has grown under the legislation of the past twenty-two years, 
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including that of 1920, is strikingly illustrated by statistics of the 
number of complaints filed and by the annual expenditures of the 
Commission in exercising the powers intrusted to its care: 


INTERSTATE COMMERCE COMMISSION—COMPLAINTS AND EXPENDITURES IN 
SELECTED YEARS, 1905-26 


Number of Expenditures 

complaints of the 
Year filed Commission 
OO Se peers ean eer Ce arecer 568 Se330.-739)50 
DOUG cane sed bens eueud tere eas I ,023 I, 560,404.21 
TOON cet pia hale I Rtg a 1,040 Beal 5979-90 
LOQOMr nA Ss ne eee ee meee oe 1,524 5,936, 723.25 


The largest single item of expense included in the foregoing table is 
that resulting from the federal valuation of railroad property under- 
taken in compliance with the Act of 1913.7 

The amount of money spent in valuation work may be expected 
to decline in future years when the initial survey shall have been 
completed. The tendency of the remaining Commission outlays to 
increase will, however, probably persist. It is the result of an in- 
creasing variety in regulation, the introduction of new media of 
transportation such as the motor-vehicle, the undertaking of experi- 
ments such as the program of consolidation or the attempt at rate 
revision in compliance with congressional theories, and the general 
strengthening of federal as opposed to state authority under decisions 
of the federal courts. 


Existing Devices for Expediting Procedure 

During the four years ending October 31, 1926, the Commission 
disposed of slightly more cases than were filed. There was not, 
therefore, during this time, any increase in the number of pending 
suits, but the accumulation which existed before 1923 still remained. 
Moreover, the press of business has compelled the Commission to 
resort to expedients. One expedient has been the subdivision of 
functions within the Commission itself. Relief has also been ob- 
tained by the adoption of “shortened” or “modified” procedure cal- 
culated to avoid the necessity of hearings or to confine the testimony 
taken at hearings to points upon which the parties disagree. Still 
more effective has been the employment of examiners. In most 


137 Stat. L. 7o1, 1913. 
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Commission cases at the present time, original hearings are held and 
the testimony and exhibits essential to a decision are presented to 
lawyer-examiners, who write a tentative decision based upon the 
record. ‘This tentative decision is submitted to the parties for criti- 
cism. A division of three members of the Interstate Commerce Com- 
mission then holds, if requested, a further public hearing, at which 
briefs are presented and oral arguments delivered, after which the 
division approves or modifies the tentative decision and promulgates 
a final report. The decision of the division may be appealed to the 
whole Commission, but in most instances it determines the con- 
troversy. 

It is only by the employment of examiners that the Interstate 
Commerce Commission has been able to keep up with its work. It 
is evident, however, that the system imposes a heavy responsibility 
upon a poorly paid body of subordinate officials, and even with their 
assistance, members of the Commission are frequently unable to give 
proper consideration to matters which are laid before them. 


Proposals for Regional Representation 


Two recent amendments have been proposed to the law to change 
the composition of the Commission and to alter its procedure. The 
first of these is designed to make the Commission, in a certain sense, 
a representative body, by enlarging its membership to twelve and 
by requiring new members to be selected, as vacancies occur, so that 
two commissioners will eventually be taken from each of the fol- 
lowing districts: New England, Middle Atlantic States, Lake Group, 
Gulf Group, South Atlantic Group, Mountain Group (including the 
Pacific coast). Examination of the present membership of the 
Interstate Commerce Commission shows that the effect of this re- 
organization would be to increase the number of commissioners ap- 
pointed from New England and from the Southern States and to 
decrease the number from the Middle Atlantic States, the Gulf 
States, and the Far West. The proposal is objectionable because 
the new distribution would not correspond to volume of business, and 
also for the fundamental reason that the Commission should be a 
national body, not a group of representatives of sections. It is sup- 
ported by those who emphasize the importance of local knowledge in 
rendering wise decisions, and by others who frankly believe that a 
new basis for the selection of Commissioners will lead to “fairer” 
treatment of the sections in which their interests lie, 
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Proposal to Establish Sub-commissions 


The most promising suggestion for the relief of the Interstate Com- 
merce Commission in handling formal complaints takes the form of 
a proposal to establish seven regional sub-commissions, in different 
parts of the United States. Each of these sub-commissions will con- 
sist of three members, if the plan is approved, appointed by the 
President of the United States, for terms of seven years, with salaries 
of $10,000, or slightly less than the salaries of the Interstate Com- 
merce Commissioners themselves. After the system is inaugurated, 
complaints filed at Washington will be assigned to the appropriate 
sub-commission and will be then heard and decided, subject always 
to appeal to the Interstate Commerce Commission. 

The success of the regional sub-commission plan will, doubtless, 
depend upon the frequency of appeal and upon the permanency 
of tenure of the new commissioners. There is some reason to be- 
lieve, however, that the higher salary and increased prestige enjoyed 
by sub-commissioners as compared with examiners will hold better 
men than can now be kept in service, and that a great mass of minor 
cases that now clog the docket of the Interstate Commerce Com- 
mission will never be appealed. 

A bill to establish regional sub-commissions was introduced in the 
House of Representatives in 1925 and again in the Senate in 1926, 
but no favorable action has as yet been taken. 
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THE RELATIONS BETWEEN THE PUBLIC AND THE 
RAILWAYS IN ENGLAND 


English Legislation Through Railway Charters 


Relations in Great Britain between the State and the companies 
engaged in common carriage began with the issue of corporation 
charters by the British Parliament. The charter created the common- 
carrier corporation and endowed it with power. It provided, at the 
same time, a convenient opportunity to limit and to define the powers 
which the State desired a company to exercise, and for many years 
the principal statutory regulation of carriers in the United Kingdom 
was that expressed in corporation charters. Standardization of 
charter provisions was accomplished by “Clauses Consolidation 
Acts” passed in 1840, 1845, and 1863,1 providing model clauses to be 
incorporated by reference in future Acts of Parliament, which in- 
cluded, among other things, the requirements that railway and canal 
tolls and charges should not exceed certain stated maxima, and that 
they should be exacted equally from all persons. 


Railway and Canal Traffic Act of 1854 


The Clauses Consolidation Acts were supplemented in 1854 by the 
so-called Railway and Canal Traffic Act of that year.2 This was 
a law of the same type as the American Interstate Commerce law 
of 1887, though less elaborate. The law of 1854 said nothing on the 
subject of maximum or reasonable rates, but it directed railway 
companies and canal companies to afford reasonable facilities, and 
forbade undue preference or discrimination. Jurisdiction over com- 
plaints under the Act of 1854 was conferred upon the Court of Com- 
mon Pleas in England, upon the Superior Court in Ireland, and upon 
the Court of Session in Scotland. It was not until 1873 that a railway 
commission was set up to carry into effect the provisions of the Act 
of 1854, and not until 1888 that this commission assumed the form 
which it takes to-day. 


Railway Commission of 1888 
The clauses of the Act of 1888 with respect to a commission were 
as follows: 
19 Victoria, 1845, Caps. xvi, xvii, xviii, xix, xx, xxiii; 27 Victoria, 1863, Cap. xcil, 
278 Victoria, Cap. xxxi, 1854. 
565 
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“Qn the expiration of the provisions of the Regulation of 
Railways Act, 1873, with respect to the Commissioners therein 
mentioned, there shall be established a new Commission styled 
the Railway and Canal Commission . . . and consisting of two 
appointed and three ex officio Commissioners. ... The two 
appointed Commissioners . . . shall be appointed on the rec- 
ommendation of the President of the Board of Trade, and one 
of them shall be of experience in railway business. . .. The 
ex officio Commissioner in each case shall be such judge of a 
superior court as:—(a) in England the Lord Chancellor; and 
(b) in Scotland the Lord President of the Court of Session; and 
(c) In Ireland the Lord Chancellor of Ireland may from time to 
time . . . assign, and such assignment shall be made for a pe- 
riod of not less than five years... . ! Jot less than three Com- 
missioners shall attend at the hearing of any case, and the ex 
officio Commissioner shall preside, and his opinion upon any 
question which in the opinion of the Commissioners is a question 
of law shall prevail. . . . No appeal shall lie from the Commis- 
sioners upon a question of fact.” ? 


The regulatory body created by the Act of 1888 was a body of 
considerable dignity and power. Besides remodeling the Commis- 
sion, the Act of 1888 directed the railway companies to prepare a new 
classification and a new schedule of maximum rates and to submit 
them to the Board of Trade for approval. The new classification and 
schedules were to be considered by the Board of Trade and then 
enacted by Parliament, thus taking the place of the old maxima con- 
tained in individual railway charters. The procedure mentioned did 
not affect the Railway and Canal Commission, but in 1894 Parlia- 
ment declared that where a railway company increased its rate be- 
yond the level in force on December 31, 1892, it should assume the 
burden of proving that the increase was reasonable, whether or not 
the new rate fell within the new maxima established under the Act 
of 1888. This added to the Commission’s authority over facilities 
and preference a limited jurisdiction over the reasonableness of rail- 
way rates. 


Board of Trade 


Sull further regulatory functions were exercised before the war by 
the Board of Trade, a separate government department mentioned 


1st & 52 Victoria. Chap. xxv, 1888. 
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in preceding paragraphs, which regularly compiled railway statis- 
tics, entertained applications for permission to construct new lines 
and transmitted the applications to Parliament in the form of Pro- 
visional Orders, prepared reports upon railway accidents, and under- 
took duties of conciliation and preliminary hearing in the case of 
disputes arising under the Act of 1854. 


Entry of England Into the World War 
When England entered the World War in August, 1914, there 


was immediate need for development of national control far beyond 
that contemplated by the leisurely legislation of the previous seventy 
years. In order to accomplish this control, the government fell back 
upon a section of the Regulation of the Forces Act of 1871,! which 
read as follows: 


“When her Majesty, by Order in Council, declare that an 
emergency has arisen in which it is expedient for the public serv- 
ice that her Majesty’s Government should have control over 
the railroads in the United Kingdom, or any of them, the Sec- 
retary of State may, by warrant under his hand, empower any 
person or persons named in such warrant to take possession in 
the name or on behalf of her Majesty of any railroad in the 
United Kingdom, and the plant belonging thereto, or of any 
part thereof, and may take possession of any plant without tak- 
ing possession of the railroad itself, and to use the same for 
her Majesty’s service at such times and in such manner as the 
Secretary of State may direct; and the directors, officers, and 
servants of such railroad shall obey the directions of the Secre- 
tary of State as to the user of such railroad or plant as afore- 
said for her Majesty’s service.” 


Assumption of Control Over Private Railroads 


Under the authority of the Act of 1871, the government promul- 
gated the necessary Order in Council on August 4, 1914. In order to 
disturb the existing railroad organization as little as possible, the 
government did not undertake direct management of the railroads of 
the country, but exercised its authority through an Executive Com- 
mittee composed of ten (later twelve) general managers of the prin- 
cipal British railroads acting under the official chairmanship of the 
president of the Board of Trade. The staff of each individual rail- 
road remained the same and received instructions through the same 


1 34 & 35 Victoria, Cap, 86, 1871. 
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channels as before.!. In December, 1916, similar action was taken 
with respect to Irish railways. An Irish Railway Executive Commit- 
tee was formed, and the British Railway Executive Committee ap- 
pointed a sub-committee of its own members to deal with questions 
mutually affecting the two countries. 


Government Control and Private Operation 


The organization of government control set up in Great Britain 
in August, 1914, was continued without substantial change until De- 
cember 31, 1919. In detail, the policy was essentially one of private 
operation. Indeed, the staff of the Railway Executive Committee, as 
late as the autumn of 1919, consisted only of thirty-one persons, in- 
cluding four messengers and twenty-seven clerks, and even if one 
takes account of the various sub-committees codperating with the 
Central Committee, the staff which was immediately responsible to 
the central organization remained small. 

On the other hand, the fact that the government was in formal pos- 
session of the English railway system left it free to direct the con- 
trolled companies in all matters of general policy as a matter of right, 
while it was able at the same time to secure the operation of the 
135 railways that it took over as a single system without regard to 
the possibly conflicting interests of individual lines. This power of 
unified direction was peculiarly helpful in the distribution and use 
of railway rolling stock, in the routing of freight traffic, and in mat- 
ters where public policy demanded curtailment of shippers’ or trav- 
elers’ privileges, as in the case of the reduction in the amount of free 
luggage allowed passengers during the war or in that of shortening 
of time given consignees to unload freight cars.” 


Guarantee of Earnings 


Since its exercise of authority affected the revenues of the rail- 
ways, the government early agreed to compensate the companies 
for any loss they might sustain. This was, indeed, required by the 
Act of 1871. In order to afford the companies legitimate protection 


1 Pratt, “British Railways and the Great War,” chap. viii. Out of 181 separate 
railway and joint committees in the United Kingdom the government assumed pos- - 
session of 135. The 46 companies omitted were, however, of slight importance, with 
the single exception of the London Underground Railways. The total mileage of 
lines taken over was 21,3311; the mileage of lines not taken over was 499%. See 
Report from the Select Committee on Transport, 1918, pp. xx, xxi, 37. British Ses- 
sional Papers, 1918, vol. iv. 


Select Committee on Transport, 1918, p. 40, testimony Sir H. Walker. British 
Sessional Papers, 1918, vol. iv. 
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the government consented to make good the annual amount by which 
the aggregate net receipts of all railways taken over, for the period 
during which the government was in possession of them, fell below 
the aggregate net receipts for the corresponding period of 1913, with 
the proviso that if the aggregate net receipts for the first half of 1914 
were less than for the first half of 1913, the ascertained deficiency 
was to be reduced in like proportion. This proviso was later elim- 
inated, as we shall see. The sum payable as compensation by the 
government, together with the net receipts of the railways taken 
over, was to be distributed among the railway companies in propor- 
tion to the net receipts of each company during the period with which 
comparison was made. Irish railways were dealt with upon this 
same basis, even to the use of the net receipts of 1913 as a measure 
of a fair return, although control did not take place in Ireland until 


January 1, 1917." 


Interpretation of Agreements Between Railroads and the Brit- 
ish Government 


An apparently simple arrangement such as that indicated in the 
previous paragraph becomes, nevertheless, complicated when applied 
to a railway system as large and heterogeneous as that of Great 
Britain. The only actual change in terms occurred when the proviso 
under which the ascertained deficiency for which the government was 
liable was to be reduced by a percentage based upon the decline in 
the aggregate net receipts of 1914 as compared with those of 1913 
was eliminated as from January 1, 1915. The ground for this al- 
teration was an agreement by the companies to pay from their own 
funds 25 per cent of the first war bonus granted by the government 
to railway employees. 

There were, however, questions under the agreement which needed 
to be made clear. Did the government compensation payments cover 
the cost of transportation of troops and military supplies? What 
was meant by net receipts? What was a proper standard of main- 
tenance during the period of government control? Should the rail- 
road companies be paid interest, in addition to the agreed net revenue, 
on capital expenditures upon works brought into use after December 
31, 1912, the revenue from which was additional to the revenue of 
the standard period? On what basis should the companies be com- 


1 Pratt, sup. cit., p. 99; Select Committee on Transport, sup. cit., p. 37, testimony 
Sir H. Walker. The arrangement as to compensation between the English Govern- 
ment and the railways did not rest upon a signed contract or agreement, as in the 
United States, but upon letters and memoranda. 
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pensated for stores in existence in August, 1914, which were used up 
during the war period and later replaced at a new and higher cost? ? 
These and similar questions were not finally answered until 1921, 
when a settlement was reached under the reconstruction legislation 
of that year. 


Extension of Government Guaranty 


As early as 1916, the English Government decided to extend the 
period of the guaranty of railroad net receipts to two years after 
the termination of the war. This was to provide support while some 
permanent railroad policy was being discussed and adopted. Public 
opinion was not yet clear what this policy should be. The president 
of the Board of Trade appointed in 1917 an Advisory Committee to 
consider the whole subject, but the conclusions of this committee 
were never published. 

The following year the House of Commons created a Select Com- 
mittee on Transport, which reported in 1918. The Select Committee 
heard testimony with respect to canals, harbors, and highway trans- 
port as well as with respect to railways, but when it came to positive 
recommendation, it contented itself with three observations: 

1. That the organization of the transport agencies of the country 
—and particularly of the railways—could not be allowed to return to 
its pre-war position. 

2. That the temporary arrangement for the control of railways and 
canals during the war would not be satisfactory as a permanent 
settlement. 

3. That unification of the railway system was desirable under 
suitable safeguards, whether the ownership was in public or in pri- 
vate hands.” 


Introduction of Bill to Establish Ministry of Ways and Com- 
munications 


It can scarcely be said that the report of the Select Committee 
was a convincing document, but in so far as it made positive pro- 


‘Tt may be said at this point that all government traffic was carried on free vouchers 
during the period of government control. This followed the decision that the mini- 
mum compensation guaranteed to the railway companies was also a maximum comni- 
pensation, so that the companies would not have increased their returns by applying 
current rates to government consignments. Sclect Committee on Transport, sup. cit., 
De oe. 

* First and Second Reports from the Select Committee on Transport, British Ses- 
sional Papers, 1918, vol. iv, p. xii. The work of the Select Committee was done in 
a very few weeks under high pressure, a fact which explains the general character of 
its recommendations. 113 H. C, deb. sth Series, p. 1831, Gilbert. 
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posals, it stressed the need of unified administration of the English 
railway system, and along these lines the government proceeded to 
advance. ‘There is some reason to believe that the Cabinet favored, 
in 1919, government ownership and operation. Certainly the Secre- 
tary of State for War, Mr. Churchill, stated in a public address that 
the government had decided upon nationalization, and the statement 
was not disavowed. On the other hand, the decision, if made, was 
not carried out in legislation which was presently introduced, and 
the government officially denied all preconceptions as to what the 
country’s ultimate policy should be. Possibly this was because of 
the sharp decline in railway earnings that occurred during the first 
half of 1919 and the generally poor financial condition of railways, 
canals and harbor undertakings. 


Transfer of Regulatory Functions to the New Ministry 


What happened instead was that the government introduced a bill 
to establish a Ministry of Ways and Communications. This new 
Ministry, later called the Ministry of Transport, was to be perma- 
nent and was to absorb all powers of government departments re- 
lating to (1) railways, light railways, tramways; (2) canals, water- 
ways and inland navigation; (3) roads, bridges, ferries, and vehicles, 
and traffic thereon; (4) harbors, docks, and piers; and (5) electrical 
power. The clauses relating to electricity were eliminated during 
the Parliamentary debate. The most notable of the departments: 
concerned was the Board of Trade, but other departments were the 
Light Railway Commission, the Local Government Board, the Road 
Board, the Development Commission acting under the Development 
and Road Improvement Funds Act, 1909, and certain offices and 
boards concerned with Scottish and Irish affairs.? 

The effect of this transfer was to concentrate in the new Ministry 
all, or nearly all, of the powers of regulation over transport pre- 
viously vested in government bodies in the United Kingdom, includ- 
ing both railways and other means of inland transport. The authority 
of the Railway and Canal Commission was not transferred, however, 
although it was limited, as will hereafter appear. 

' 1 Ministry of Ways and Communications. Return “of Summary of Principal Powers 
and Functions under Statute which may be transferred to the Ministry of Ways and 
Communciations from other Government Departments.” British Sessional Papers, 
1919, vol. xlii, No. 58. Ministry of Ways and Communications, Return of the Powers 


and Duties to be transferred to the Ministry of Ways and Communications from the 
Board of Trade and Local Government Board. Jdid., 1919, vol. xlii, Cd, 211, 
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Grant of Power to Assume Possession of Transportation 
Facilities 


Besides intrusting extensive powers of control to the Ministry of 
Transport on a permanent basis, Parliament made two important 
temporary grants of power. 

1. The Minister was authorized for two years to exercise the 
powers over railroads possessed by the Board of Trade under the 
Regulation of the Forces Act of 1871. The effect of this was to con- 
tinue the government's war powers over railroads during the recon- 
struction period. It is true that the Railway Executive Committee 
ceased to function, but government possession continued. 

All rates and fares directed by the Minister were to be deemed 
reasonable so long as Ministerial possession continued, and for a 
further period which might extend for eighteen months or might 
terminate earlier if Parliament made fresh provision. This clause 
was conclusive as to the reasonableness of rates, agreements or statu- 
tory limitations notwithstanding, but the Railway and Canal Com- 
mission retained jurisdiction, nevertheless, over complaints of undue 
preference or undue disadvantage or allowances or rebates in relation 
to the provision of station accommodations or terminal services, and 
there was a rate committee of five members appointed for the pur- 
pose of giving advice and assistance to the Minister with respect to 
rates and fares.!} 

2. The Minister was empowered, on one month’s notice, to take 
possession of any other statutory railway undertaking, or of any 
of a list of other enterprises which corresponded essentially to the list 
over which the Minister exercised permanent regulatory control. 
This list included light railway or tramway undertakings, canals or 
inland navigation undertakings, harbor, dock, or pier undertakings, 
and plant belonging to the undertakings mentioned, including rail- 
way wagons, barges, tugs, and other craft. 

The important qualifications to the right to take possession were 
these: first, the right to acquire did not extend to tramways or light 
railways used as tramways belonging to a local authority; second, 
the Minister might not take possession of the Manchester Ship Canal 
or of harbor, dock, or pier undertakings established by Act of Par- 
liament (except when part of a railway undertaking) without the 
consent of the owners; third, the Minister might not act, when the 
owners of an undertaking objected to being “possessed,” except after 
reference to an advisory committee provided in the new law; and 

1317 H. C. deb. 5th Series, 1919, p. 1549. 
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fourth, the Minister was not empowered to purchase railway cars 
used for the conveyance of any particular class of traffic unless he 
purchased all privately owned cars so used. These limitations repre- 
sent the objections of influential business and governmental groups, 
but while significant, they left a wide field for ministerial enterprise. 

The powers of the Minister to extend his possession over tram- 
ways, light railways, canals, and harbors were to lapse after two 
years. It was not altogether clear from the wording of the bill 
whether possession of tramways and canals and docks lapsed, or 
only the right to take possession. The inference from the language 
used is that both were intended to lapse. On the other hand, where 
property such as railway cars was acquired by the government, own- 
ership would of course remain in the government, and the disposition 
of the equipment would be a matter for Parliament to decide at a 
later date. 


Relation of New Program to Permanent Nationalization 


For two years, under the Transport Bill, substantially all of the 
inland transport facilities of the United Kingdom were to be con- 
trolled by a single government department. That this was intended 
as a step preliminary to nationalization the government, as has been 
pointed cut, denied. In the first place, the control was to stop short 
of complete management. It is true that the bill required officers 
and servants of “possessed” undertakings to obey the direction of 
the Minister with respect to rates, wages, operation, improvements, 
distribution of rolling stock, and other vital matters. But it was 
not the Ministry’s intention to concern itself with details. Some 
such organization as that which prevailed during the war was to be 
continued.t It would not be a possible proposition to manage trans- 
portation direct from the Ministry with executive powers.” Nor 
was it intended to prejudge the policy which should be adopted after 
two years’ trial of the new régime. The establishment of a Ministry 
of Transport might affect nationalization, but it would not effect it. 
The simple fact was that the railways of the country were being 
worked at a loss. Unless some other remedy were found it would 
be necessary to advance freight rates 70 or 80 per cent. Ordinary 
economies would not do. Standardization and elimination of waste 
on a great scale were necessary. Motor traction, canal navigation, 


1113 H.C. deb. sth Series, 1919, p. 1782, Geddes. 
2 Thid., p. 1783, Geddes. 
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and terminal facilities must be codrdinated, and only government 
authority could get quick and complete results. These expressions, 
called forth in the course of Parliamentary debate, rallied behind the 
Ministry Conservative support, without alienating the Labour Party, 
convinced of the merits of nationalization. 


Miscellaneous Provisions of Transport Act 


In addition to the power to take possession of existing undertak- 
ings, the Act gave the Minister power to initiate new transport 
services, subject to certain limitations. “Possessed” undertakings 
retained their own revenues as before and paid their own expenses, 
so no questions of compensation arose except where the directions 
of the Ministry affected the earnings of the enterprise. Parliament 
decided that, when such a claim was made, the Railway and Canal 
Commission should be empowered to determine the financial rela- 
tions to exist between Minister and company, and a corresponding 
provision was inserted in the bill.? 


Policy of Ministry Conservative 


The actual procedure under the Ministry of Transport bill was 
highly conservative. The Ministry did not exercise its power to take 
possession of all sorts of transport undertakings. It gave no direc- 
tions with respect to operation. It did not even acquire rolling stock 
upon a large scale, although the equipment situation in England 
was unbelievably bad. About half of the freight cars were privately 
owned, and these private cars were of a poor type, unstandardized, 
and therefore difficult to repair, small because adapted to the needs 
of a single undertaking, and expensive to operate because particular 
wagons had always to be switched out for particular destinations? 
But on the other hand, the uncertainty of the railway situation and 
the high cost of replacing private equipment led the government to 
refuse to start upon a program which might involve the acquisition 
of 700,000 wagons and the expenditure of large sums for replace- 
ment. Sir Eric Geddes declared that English car-builders quoted 
unreasonable prices in 1919, and preferred to seek temporary relief 
through repairs, improved handling, and the reimportation of vehicles 
from France.4 


1 Tbid., pp. 1761-83, Geddes. 

29 & 10 George V, chap. 1, 1919. 

5117 H. C. deb. sth Series, p. 1497 ff., 1919, Geddes. 

‘Ministry of Transport, Conference with Members of Parliament. Statement by 
Sir Eric Geddes. British Sessional Papers, 1919, vol. xxx, Cd. 493- 
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The Ministry was, however, active in revising railroad rates. In 
October, 1919, it requested the Rates Advisory Committee to con- 
sider the question of demurrage rates, free time, the desirability of 
terminating or modifying the practice of the railways of rendering 
services in certain cases free or at a nominal charge, and in general, 
the best means of obtaining increased revenue for the railways to 
an amount of not less than £45,000,000 (later increased to £50,000,- 
ooo). ‘The Committee replied in November that demurrage should 
be doubled, with still further increases beginning the third day 
after expiration of the free period! The following month it sub- 
mitted proposals for rate increases ranging from 25 to 100 per cent 
on different classes of traffic. Only lime, manure, and milk were 
excepted. Both these and the demurrage proposals were approved 
by the government.? In July, 1920, the government advised the 
Committee that still further increases were necessary, and the Com- 
mittee responded with three additional reports, one on passenger 
fares,* one on freight rates, and one on certain special cases where 
passenger fares lower than ordinary were being charged, or free 
services were being rendered by railroads to their customers.® 


Nature of Railway Deficits 


The suggestions in these reports were designed to overcome 
deficits which were being registered, in spite of previous advances, 
at the rate of £54,500,000 per annum, and to produce a condition 
of financial equilibrium not later than June, 1921. The Committee’s 
later suggestions were approved as well as its earlier, and were placed 
in effect at various times up to and including September, 1920. 
Taken in connection with an elaborate report dated December 22, 
1920,® in which the Rates Advisory Committee discussed general 
policies of rate fixing and rate control, they helped to remedy a 


1 Report of the Rates Advisory Committee, Recommendation as to Demurrage. 
British Sessional Papers, 1920, vol. xxiv, Cd. 526. 

2 Ministry of Transport Rates Advisory Committee. Report on the Rate for the 
Conveyance of Goods, Minerals and Merchandise. British Sessional Papers, 1920, 
vol. xxiv, Cd. 525. 

3 Ministry of Transport, Report of the Rates Advisory Committee on the Interim 
Revision of Railway Rates, Tolls, Fares, and Charges. July, 1920. British Sessional 
Papers, 1920, vol. xxiv, Cd. 857. 

4 Tbid., 1920, Cd, 886. 

5 [bid., 1921, vol. xvil, Cd. 1148. 

6 Ministry of Transport, Rates Advisory Committee. Report on General Revision 
of Railway Rates and Charges, 1920. British Sessional Papers, 1920, vol. xxiv, Cd. 
1098. 


576 PRINCIPLES OF INLAND TRANSPORTATION 


difficult financial situation, although it must be remembered that 
the deficits of £45,000,000 or £54,500,000 to which the government 
referred were not operating deficits, but represented only the ex- 
pected failure of the railroads to attain in 1920 the earnings level of 
1913, upon which the government guaranty was based. 


Criticism of the Ministry 


In addition to revising rates, the Ministry of Transport undertook 
an audit of company claims against the government, it secured the in- 
troduction of new railway operating statistics such as ton-mile and 
car-mile figures from which statistics of average car loading could 
be deduced, and it prepared plans for permanent legislation to be- 
come effective when after two years the English Government would 
be forced to make a new decision on the subject of railway policy.? 

With respect to the importance of all this work, Mr. Asquith said 
in 1920: 


“The Ministry of Transport is a new creation, and it has done 
nothing but lie on its back, contemplate the skies, ruminate 
over problems, and consider whether or not something might 
hereafter be done to improve the transport system of this coun- 
try. This process, carried on by experts, costs us between £400,- 
ooo and £500,000 a year. It is a gross, profligate, inexcusable 
waste of the taxpayers’ money.” 3 


Against this criticism may be set the fact that much of the routine 
work of the Ministry represented merely a transfer of activities 
formerly vested in other departments. Beyond this, the time was 
a critical one, and the country could afford to pay highly for rumina- 
tion if this resulted in competent advice on railway liquidation and 
railway policy. 


Change of Government Position on Nationalization 


By the middle of 1920, the British Cabinet had reached settled 
conclusions adverse to permanent State management of British rail- 
ways. Sir Eric Geddes explained the basis for these conclusions by 


1 Ministry of Transport, Railway Working Statement showing the Results of Rail- 
way Working in the Financial Year 1919~20, together with an Estimate of the Receipts 
and Expenditures for the Financial Year 1920-21. British Sessional Papers, 1920, 
vol. xli, Cd. 815. 

? Ministry of Transport, Estimates, 1920-21. Statement as to Railways, British 
Sessional Papers, 1920, vol. xli, Cd. 654. 

3130 H. C, deb. 5th Series, p. 2429, Geddes. See generally idid., pp. 2425 ff. for 
vigorous defense of the Ministry of Transport by the Minister, Sir Eric Geddes. 
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declaring in the House of Commons that State management was 
costly, that it lacked initiative and became involved in red tape. 
Promotion came to depend upon seniority. No important operating 
improvement and no invention, he said, had ever come out of a state 
railway. ‘The State would never pay the market price for the best 
brains. Moreover, politics would corrupt railway management, and 
railway management would corrupt politics.1 These considerations 
persuaded the Cabinet not to recommend national ownership, al- 
though the government was still convinced of the importance of 
enabling the railways to economize and still in sympathy with the 
recommendations of the Select Committee on Transport, especially 
on the point that unification of the railway system was desirable, 
whether in public or in private hands. 


Railways Act of 1921 


Meanwhile, the rapid approach of the close of the two-year period 
during which the government retained “possession” of the railroads 
of the United Kingdom made it impossible to delay the formulation 
of a permanent program, and led to the publication in June or July, 
1920, of an official outline of the government’s railway policy for 
the future.* 

The so-called Railways Bill of 1921 was introduced in the House 
of Commons on May 11, and finally passed on August 19, 1921. It 
resembled at many points the American legislation of 1920, although 
it had its roots in British, not in American, experience.? 

It is necessary to consider the clauses of the Act of 1921 in some 
detail, as the present relations between government and railways in 
the United Kingdom are determined by its provisions. 


Consolidation Into Groups 


The first principle of the law was consolidation. Unification had 
been demanded by the Select Committee of 1918. Unification had 
been stressed in the debates upon the Ministry of Transport Bill 
in 1919. When Sir Eric Geddes opened the debate upon the second 
reading of the Railways Bill in May, 1921, he told the House of 
Commons that the English shipper paid more for railway trans- 


1730 H. C. deb. sth Series, 1920, p. 2455. 

2 Ministry of Transport, Outline of Proposals as to the Future Organization of Trans- 
port Undertakings in Great Britain and their Relation to the State. British Sessional 
Papers, 1920, vol. xli, Cd. 787. 

3 Railways Act, 1921, 11 & 12 George V, chap. lv. 
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portation than shippers anywhere else in the civilized world out- 
side of China. This high rate he attributed to the high cost of 
operating British railroads, and this, in turn, to a diversity of stand- 
ards of line which limited the free movement of rolling stock and 
locomotives throughout the country. Although, therefore, the gov- 
ernment had set its face against nationalization, it now undertook to 
enforce codperation by allocating the railway mileage of the country 
into four groups and by providing that the railway companies in 
each group should merge, on an agreed basis if they could and 
upon terms prescribed by a government tribunal if they could not. 
In the former cases proposals were to be submitted for government 
approval not later than January 1, 1923. The details of consolida- 
tion under these paragraphs have already been discussed in Chapter 
XXIV. Sir Eric Geddes thought that consolidation might save the 
country £25,000,000 annually in the course of a few years time.* 


Amalgamation Tribunal 


Inasmuch as the English consolidations were compulsory, an im- 
portant feature of the Act was the creation of an Amalgamation 
Tribunal of three members. This tribunal had no power to de- 
termine the distribution of railroads among the different groups, 
as the allocation was prescribed in the Act, but it had jurisdiction 
over the terms and conditions on which consolidation was to take 
place. The tribunal was directed in this connection to take into 
consideration all the circumstances of the case “and in particular, 
the value on a net revenue-earning basis of each of the constituent 
and subsidiary companies as a separate company, and its value as 
a component part of the amalgamated company”; but economies or 
accretions of traffic accruing to a company as a result of the pro- 
visions of the Act were not to be taken into account. 

The decisions of the tribunal were subject to appeal to the courts 
on questions of law. It was a temporary body, to continue in ex- 
istence only until its functions were discharged. The life of the 
tribunal was not expected to exceed two years.? 

After the passing of the Act, no constituent or amalgamated com- 
pany might enter into agreement with a constituent company in 
another group or with another amalgamated company without the 
consent of the Minister of Transport. 


a 142 A. C. deb. 5th Series, 1921, p. 353, Geddes. 
_? Ministry of Transport, Railways Bill, 1921. Memorandum on Financial Resolu- 
tion. British Sessional Papers, 1921, vol. xxx, Cd. 1322. 
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The substitution of four great private companies for the govern- 
ment in railway operation made it necessary for Parliament to erect 
certain tribunals for the protection of the public interest. The first 
and most important of these was the Rates Tribunal. 

The Rates Tribunal established by the Act of 1921 consisted of 
three permanent and two temporary members. The three perma- 
nent members were appointed by the King upon the joint recom- 
mendation of the Lord Chanceilor, the president of the Board of 
Trade, and the Minister of Transport. Their term of office was 
seven years. Of the permanent members of the Rates Tribunal, one 
was to be a person of experience in commercial affairs, one a person 
of experience in railway business, and one an experienced lawyer. 
The two temporary members were to be added to the Tribunal for 
the purposes of a particular case on request of the Rates Tribunal 
or on direction of the Minister. They were to be chosen, in each 
instance, one from each of two large panels—one panel represent- 
ing trading, labor and agricultural interests, the other panel repre- 
senting the railways. 


Jurisdiction of Rates Tribunal 


The Rates Tribunal of three or five members so constituted was 
to have jurisdiction over rates and classification. ‘The procedure 
provided in the Act, however, strikes an observer familiar with Amer- 
ican practice as peculiar. The initial classification of merchandise 
was to be determined, not by the Rates Tribunal, but by the Rates 
Advisory Committee originally appointed under the Ministry of 
Transport Act of 1919 and continued for a limited time for this and 
other purposes. Subsequent changes in classification, however, re- 
quired the approval of the Tribunal. 

The classifications once established, the constituent companies in 
each of the four railway groups were to submit a schedule of stand- 
ard rates to the tribunal for its approval. This schedule, when 
approved, was subsequently to be observed except that lower rates, 
known as “exceptional charges” might be applied provided that they 
were not less than 5 or more than 40 per cent below the standard 
rates, and provided that the Minister of Transport or other persons 
interested might secure consideration of the new rates by the Rates 
Tribunal under certain circumstances. 


1 Ministry of Transport, Railways Bill, 1921. Memorandum on Financial Resolu- 
tion. British Sessional Papers, 1921, vol. xxx, Cd. 1322, 
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The charges fixed in the first instance for each amalgamated com- 
pany were to be so calculated as to yield an annual net revenue 
equivalent to the aggregate net revenues of the amalgamating com- 
panies in the year 1913, together with a fair return upon subsequent 
capital expenditures and the Rates Tribunal was to review the stand- 
ard and exceptional rates annually. If the charges proved on such 
review to be yielding less than the stipulated amount, the tribunal 
might raise rates so as to enable each company to earn the standard 
revenue; if the charges yielded an excess, then the Tribunal was to 
modify rates so as to effect a reduction of the net revenue of each 
or any company in subsequent years to an extent equivalent to 80 
per cent of such excess." 

Pending the approval of a schedule of standard rates the railway 
companies were entitled to make such charges as were in force on 
the 15th day of August, 1921, subject to the right of traders to 
apply to the Rates Tribunal for a reduction in these rates, or of 
railway companies to ask for their increase. 


Railway and Canal Commission 


The Railway and Canal Commission created under the Act of 
1888 remained unchanged under the Act of 1921, except as its au- 
thority was limited by the jurisdiction of the new Rates Tribunal. 
Inasmuch as the last-named body assumed control over the level 
of railroad rates in the United Kingdom, the principal functions left 
to the Commission were those relating to reasonable facilities and 
discrimination in rates. Under the second head, it could adjudicate 
complaints involving the relationship of rates between different per- 
sons and different places; under the first, it could require railway 
companies to afford reasonable service. It even exercised some 
power of review over the acts of the Minister of Transport, to, the 
extent that orders of the Minister looking to standardization of 
railway plant and equipment or to the cooperative or common use 
of plant and rolling stock were not enforceable against a company 
when the Commission decided that the necessary expenditures could 
not be made without prejudicially affecting the interests of the stock- 
holders of that company. , 

The sum of these qualifications amounted to a considerable reduc- 
tion in the prestige and power of the Commission, but the shipping 
interests criticized the Commission on the ground that its member- 


1 The figures of 80 per cent and 20 per cent were then used in calculating the Excess 
Profits duty. The idea was to leave the railroads some incentive to efficiency. 145 
H. C. deb. 5th Series, 1921, p. 1282, Geddes. 
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ship had become entirely legal + instead of partly legal and partly 


railway and commercial, as originally intended, and the railways 
did not defend it. Moreover, the task of fixing a new scale of 
standard charges, together with other new duties imposed by the 
Railway Act, was believed to be too onerous for a body with part- 
time members to undertake. The Railway and Canal Commission 
retained, however, its jurisdiction over canals, together with re- 
sponsibilities under the Telegraphs Acts, the Electricity Supply Act, 
the Railway Companies (Accounts and Returns) Act, and some 
other legislation.? 


Negotiations with Respect to Wage Boards 


The labor clauses of the Railways Bill were gradually shaped 
between 1919 and 1921. Under the Ministry of Transport Act of 
1919, the workers had been allotted places upon various advisory 
committees with which the Minister was to consult on certain mat- 
ters. The most important of these was the Advisory Committee of 
sixteen, which was set up in or about January, 1920, when the Rail- 
way Executive Committee of war-time fame ceased to exist. 

In the course of discussions that followed the general railroad 
strike of 1919, the Ministry of Transport not only agreed to allot 
four places on the above-mentioned Advisory Committee of sixteen 
to labor representatives, but it also set up two boards, one called the 
“Central Board” and composed of five railway managers and five 
users of railways, and one called the “National Wage Board” and 
composed of four railway managers, four railway workers (or their 
representatives), four users of railways, and an independent chair- 
man appointed by the government. It was agreed at the same time 
that local committees should be created to which matters not of 
national importance might be referred.? 

Disputes relating to wages and conditions of work which the local 
committees could not settle might be referred by either party to the 
Central Wages Board, and then, failing decision, to the National 
Wages Board. It was agreed by the unions that no strikes should 
take place on account of a dispute involving wages or working condi- 
tions until 28 days after the question had been referred to the 
National Wages Board. These Boards were not statutory, but they 
were active and proved popular, 

1y42 H.C. deb. sth Series, 1921, p. 401, Marshall Stevens. 

2 Ministry of Transport, Memorandum on Railways Bill. British Sessional Papers, 


1921, vol. xxx, Cd. 1292. 
3322 H. C. deb. 5th Series, 1919, pp. 887-888. 
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Labor Provisions of the Act of 1921 


When the government addressed itself to the legislation of 1921, 
it appreciated the fact that advisory committees would disappear 
with government railway direction, and with them the labor repre- 
sentatives contemplated in the Ministry of Transport Act. In order 
to recreate this representation, the Outline of Proposals for the 
Future Organization of Transport Undertakings in Great Britain 
proposed to place workmen directors upon the boards of the new 
consolidated railway companies that formed part of the government 
program. The railway companies resisted this, and, somewhat to 
the government’s surprise, the railway workmen were also disin- 
clined to agree to it. So long as the railway system remained in 
public hands, they were ready to share with Parliament the respon- 
sibility of control and management, but they believed that the 
position of representative employees on boards of directors which 
were running railways primarily for dividends would be untenable.’ 
Instead of this, representatives of the men agreed with representa- 
tives of the railway companies at a meeting on May 3, 1921, to 
recommend the continuance of the local councils and of the Central 
and National Wages Boards with certain extensions of jurisdiction,” 
and this decision was incorporated in the Railways Act. The Central 
Wages Board was now, however, enlarged to sixteen members, eight 
appointed by the railway companies and eight selected by the rail- 
way trade unions, and the National Wages Board was enlarged to 
seventeen, including six representatives of the railway companies, 
six representatives appointed by the railway trade unions, four rep- 
resentatives appointed by users of the railways, and an independent 
chairman. 

The term “users of the railways” was not defined in the Act. 
Members of this group consist, however, at present, of representa- 
tives of the Trade Union General Council, of the Co-operative Union, 
of the Association of British Chambers of Commerce, and of the 
Federation of British Industries. This was also, substantially, the 
distribution in 1920. Two of the delegates chosen by “users of the 
railways” normally represent the laborers’ and two the employers’ 
point of view, so that for practical purposes the Board is divided 

‘142 H. C. deb 5th Series, 1921, p. 45%, Scott; Jbid., p. 653, Wilson; pp. 71 o-7II, 


Henderson. 
® Ministry of Transport, Memorandum on Railways Bill. British Sessional Papers. 
1921, vol. xxx, Cd. 1292. The railway companies were not, however, unanimous, 


142 H. C. deb. sth Series, 1921, p. 395, Sir F. Banbury. 
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eight and eight, with an impartial chairman. It may be added that 
the personnel of the National Wages Board is determined afresh 
for each dispute, but that in practice there is considerable continuity 
of membership. 


Claims of Railway Companies Against the Government 

It will be recalled that the government agreed, when it took over 
the British railways on August 5, 1914, to make good the amount 
by which the aggregate net receipts of all railways taken over fell 
below the aggregate net receipts for the year 1913. This agreement 
was embodied in a brief memorandum prepared by the Railway 
Executive Committee and accepted by the government on August 
6, 1914, subject to a proviso that if the aggregate net receipts for 
the first half of the year 1914 were less than the aggregate net 
receipts for the first half of the year 1913, the obligation of the 
government should be reduced in like proportion. This agreement 
was modified by the later elimination of the proviso, by the issue 
of supplementary clauses in 1915, and by an undertaking by the 
government in 1916 to extend its application for two years after 
the termination cf the war. The undertaking just mentioned was 
itself altered by the Ministry of Transport Act of 1919, which obli- 
gated the government to retain possession of the railways for a period 
of two years from the passing of the Act “on the same terms as to 
compensation as those heretofore in force.” This was regarded as a 
fulfillment of the engagement of 1916. 

These changes mentioned, though of some substance, were in the 
nature of interpretations of or elaborations upon the terms of the 
original agreement, the main features of which were never changed, 
and the same can be said of other definitions and interpretations 
issued at various times, sometimes with the approval of the Board 
of Trade and of the Treasury, sometimes with the authority of the 
Government Accountants, and sometimes even with the authority of 
the Railway Executive Committee alone. The relations between 
the government and the railway companies were, however, the sub- 
ject of careful study by the Ministry of Transport established in 
1919, and they were finally the occasion of a report by a committee 
appointed by Sir Eric Geddes on September 24, 1920, which sat under 
the chairmanship of Lord Colwyn and was therefore known as the 
Colwyn Committee.t 


1 Ministry of Transport, Departmental Committee on Railway Agreements, Reports 
and Appendices. British Sessional Papers, 1921, vol. xvii, Cd, 1132. 
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This short statement will make intelligible the clauses of the Act 
of 1921 regarding railway compensation. Briefly summarized, they 
required the Minister to pay to the railways the sum of £60,000,000, 
in two equal installments, in full discharge of all claims which might 
otherwise be made by any railway company in Great Britain for 
compensation under the Acts of 1871 or 1919. ‘The £60,000,000 was 
not understood to represent the entire cost to the government of its 
guaranties, for large sums had already been paid, but it did under- 
take to cover the balance due on account of the difference between 
actual earnings and the standard revenue of 1913, together with 
allowance for arrears of maintenance, abnormal wear and tear during 
the period of possession, the cost of replacing stores used during 
government control, and any and all other items which the govern- 
ment might be called upon to make good. Railway claims under 
these various categories had been estimated by the Colwyn Com- 
mittee at, possibly £150,000,000., 

The distribution of the £60,000,000 between individual companies 
was to be determined by agreement among the companies, or, failing 
agreement, by the Amalgamation Tribunal, although some general 
directions for allocation were contained in the Act. Once accom- 
plished, the finances of the state and of the railway companies were 
entirely disentangled—a result which was not the least of the ac- 
complishments of the Act of 1921. 


Results of Amalgamation 


Since 1921 the new machinery of control has functioned reason- 
ably well in Great Britain, in spite of serious difficulties arising out 
of the general economic situation. 

So far as amalgamation is concerned, the program of the law 
of 1921 has been substantially accomplished. The railway mileage 
of the country, with unimportant exceptions, is now embraced in 
the four great systems already described in Chapter XXIV. While 
there are a few additional adjustments to be expected, these are 
of a minor character, and the present distribution of mileage may 
be regarded as permanent. This reorganization of systems has been 
carried through, in most instances, by voluntary action of the com~ 
panies concerned. ‘The Amalgamation Tribunal, that is to say, has 
generally been able to approve completed agreements, and only 
occasionally has been obliged to render judgments in contested cases 


1See Chapter XXVII for total figures. Out of £60,000,000, £9,000,000 was ex- 
pected to return to the government in the way of income tax. 
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in which the parties have disagreed either as to the lines to be in- 
cluded in an enlarged system or as to the terms upon which new 
companies were to absorb the old. There is a striking difference 
between this rapid and non-contentious process of consolidation 
under the English Act, and the slow progress of voluntary consolida- 
tion in the United States. The contrast is doubtless to be explained 
by the fact that the English Tribunal has authority which can be 
exercised if necessary, and also by the circumstance that English 
railways had gone further in the direction of regional agreements 
and understandings before 1921 than had railways in this country, 
so that the zones of influence of the major systems were better 
understood. 

Experience has shown that amalgamation produces some econo- 
mies. The sources of saving are stated to be: (1) the abolition of 
redundant and duplicate positions; (2) altered methods of train- 
working, elimination of duplicate services, and discontinuance of 
exchange arrangements; (3) partial measures of standardization of 
permanent way, rolling stock, and appliances within the groups. 

On the other hand, the amount of saving has been moderate. The 
companies have found themselves compelled to measure the gains 
secured by consolidation, for the reason that the law of 1921 directs 
the Rates Tribunal to enlarge the standard return by not more 
than one-third of the economies effected by or in anticipation of 
amalgamation. The greater the economies which the companies 
can show, the more they are to be allowed to earn, and there is thus 
a practical reason for studying the effects of the law upon the cost 
of operating railway systems. Yet in spite of the incentive offered 
by the clauses of the Act of 1921 with reference to the standard re- 
turn, the railways have been able to demonstrate an annual saving 
of only £1,700,000.1 Sir Eric Geddes’ estimate of £25,000,000 has 
not yet been approached. It should be said, however, that it is dif- 
ficult to speak with assurance regarding savings through consolida- 
tion in England, because of the disturbing effects of general economic 
conditions since the World War. 


Work of the Rates Tribunal 


Up to the present time the work of the Rates Tribunal has been 
preliminary to the establishment of a standard schedule of charges 
for the British railways. The Tribunal has determined, at least 


1 Proceedings of the Rates Tribunal, Schedule of Standard Charges. Judgment 
dated 6th April, 1926. 
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approximately, the gross revenue to be earned by each amalgamated 
company under the Act of 1921. With respect to the rates calcu- 
lated to produce this revenue, progress has also been made. The 
railways submitted schedules contemplated by the Act in the course 
of the year 1923. The Rates Tribunal heard objections to these 
schedules, and has embodied the results of its deliberations in a final 
order, issued July 6, 1927, and effective January 1, 1928. The dif- 
ferences of opinion which it has had to resolve have required the 
interpretation of the language of the Act, and the inclusion or ex- 
clusion from railway accounts of items of revenue or expense that 
may affect the standard revenue, as well as an estimate of the earn- 
ings to be derived from proposed rates, and attention to changes in 
rates which may alter the relative burden imposed upon different 
classes of traffic or traffic from different localities! Such problems 
need time for their solution, so that it is not surprising that final 
schedules have been long delayed. 


Standard Rates and Charges Order 


The standard basis of goods and mineral rates set in the order 
of July, 1927, were 60 per cent above the base rates prevailing Jan- 
uary 14, 1920, and this was approximately the level of rates actually 
being charged when the order was issued, so that no great change 
in transportation prices was involved. The standard passenger rates 
were fixed at 2 1/2d. (5 cents) a mile first-class, and 1 1/2d. (3 cents) 
a mile third class, also about the customary price. These freight 
and passenger charges should, normally, yield the standard revenue, 
but in practice they will not, as the Tribunal has authorized conces- 
sions or reductions in rates below the general level on coal, iron and 
steel, tin plate, fertilizers, agricultural machinery, and on some other 
articles. ‘This will reduce railroad receipts by something like £2,613,- 
ooo, and similar concessions with reference to season tickets and 
workmen’s fares are expected to cost in the neighborhood of £3,000,- 
ooo more. To this extent the companies will still fail to earn the 
gross return approved by the Tribunal itself. While net revenues 
will decline less than gross, they will also, of course, be appreciably 
reduced. 

In addition to considering standard charges, the Rates Tribunal 
has approved certain regulations for the addressing and packing 
of merchandise, and it has fixed, in part, standard terms and condi- 


See especially Proceedings of the Railway Rates Tribunal, Schedules of Standard 
Charges. Judgment dated 3oth December, 1926. 
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tions of carriage comparable with those contained in the American 
bill of lading or the Pomerene bill of lading Act. Discussion of pro- 
posed rates over circuitous routes, and the hearing of a comparatively 
small number of complaints with respect to rates authorized to be 
charged pending the adoption of the new standard schedules, have 
occupied the balance of the Tribunal’s time. 


Labor Boards Under the Railways Act of 1921 


Finally, the Central and National Wages Boards contemplated 
by the Act of 1921 have been set up, and have rendered a limited 
number of decisions. Of the two, the inferior, or Central Wages 
Board, has developed a highly informal and direct way of transact- 
ing business. The sessions of the Central Wages Board are private, 
discussions are not stenographically reported, decisions are made 
before each conference breaks up, and reports are circulated only 
among the parties interested. This rapid and intimate handling of 
labor disputes has proved well adapted to the disposition of minor 
cases involving the interpretation and application of established 
agreements. It is estimated that not more than 25 per cent of such 
cases are appealed. 

When questions of principle are involved, the action of the Cen- 
tral Wages Board has been much less final and important. In fact, 
the presentation of such disputes to the Board amounts to little 
more than a registration of the controversy, for no witnesses are 
called, and appeal to the National Wages Board always takes place. 
It is mainly in disposing of cases of this type that the National Wages 
Board has proved useful, although a certain proportion of the minor 
disputes have also reached the final Tribunal. 

During the past seven years all major railroad controversies are 
said to have reached the National Wages Board by reference of one 
party or the other. These litigations have been few in number: one 
in 1920, one in 1921, one in 1923, and one in 1925. The railroad 
strike of 1926 in sympathy with the miners did not arise out of a 
dispute between the railroad companies and their employees, so 
that the machinery of the Railways Act could not be applied in this 
case. In most instances the Board’s decision has been rendered 
within the statutory twenty-eight days, and in every instance but 
one the decision has been accepted by the parties. The exception 
was in the case of a Board decision in 1923. ‘The Board at this 
time ordered certain reductions in wages which caused the Asso- 
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ciated Societies of Locomotive Engineers and Firemen to go on strike 
—an action in which the National Union of Railwaymen did not 
join and which ultimately proved unsuccessful. 

Procedure before the two English wage tribunals is inexpensive, 
and the results have apparently satisfied both parties. Doubtless 
this gratifying outcome has been due to the high character of the 
leaders upon both sides of English railway labor disputes as well 
as to the nature of the machinery which they administer, but it offers 
in any case an interesting contrast to conditions in the United States 
under the régime of the United States Labor Board. 


Decline in Earnings of British Railways 


The gravest problems of British railways since the war have re- 
lated rather to finance than to control. The volume of railway traffic 
has steadily declined in England since 1923, when the tonnage of 
goods and minerals hauled was 343 million tons. In 1924 the cor- 
responding figure was 335 million tons, in 1925 it was 316 million 
tons, and in 1926 the general strike and the more prolonged coal 
strike brought British railway tonnage down to 216 million tons, 
or a loss of more than one-third of the freight traffic of the country 
in three years. Passenger traffic has also fallen off between 1923 
and 1926, although not to the same extent as freight. A movement 
of this character naturally affects earnings, and, in fact, the gross 
and net earnings of British railways during the past six years have 
been as follows: 


GROSS AND NET EARNINGS OF BRITISH RAILWAYS, 1921-26 


Year Gross receipts Net receipts 
a Ea 
TOBA PE tye yrade od eRe coeh ens getertors $26,513 676 Def. 9,844,662 
TiC210 7, Rete arid nce coastline severest 23.0 223) 754 47,148, 809 
LODSiag avesiscwint ase Oe make crete 224,443,148 42,914,500 
IOP Y Levens ris team ei SOS 221,929,741 39,004 , 200 
MODIS N pre tate mic meme eae ee 217,744,361 36,735,847 
THOSE. gas Mena Kets eee o lets 188,294,577 EQ) 59,427, 


The above table shows that there has been a steady and continuous 
decline in both the gross and the net earnings of British railways 
since 1922, reaching a climax in 1926 with the collapse in traffic of 
that year. In 1922 and 1923 the railways voluntarily reduced their 
freight rates in the hope of stimulating business, but without ap- 


parent result except to sacrifice some revenue that might otherwise 
have been secured. 
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Advance in Rates, 1927 


Nothing in the amalgamation or rate sections of the Railways 
Act has enabled the railways to meet the adverse conditions forced 
upon them by the general economic situation. Effective February 
I, 1927, however, the railways increased their rates about 6 2/3 per 
cent, bringing them from a level of about 150 to one of about 160 
per cent of pre-war charges.’ It was possible to do this without 
the consent of the Rates Tribunal, because a recent decision of the 
House of Lords in the case of Tate and Lyle v. Railway Companies 
holds that, pending the adoption of the standard schedule of charges 
contemplated by the Railways Act of 1921, and without prejudice 
to the authority of the Tribunal to fix rates in particular cases, rail- 
roads may increase their charges up to the level in force on August 
15, 1921, without receiving prior government approval. 

The fact deserves mention that customary dividends upon British 
railway stocks were paid until 1925 in spite of the decline in gross 
and net receipts. In 1925 slight reductions were made in dividend 
rates by some of the companies, to be followed by more drastic 
cuts in 1926 and 1927. The dividends paid after 1922 were, how- 
ever, only made possible by economies in maintenance, by the de- 
pletion of reserves, and, it is suspected, by the use of the £60,000,000 
received from the Government in liquidation of its obligations to 
the companies. The result of the English dividend policy has been, 
of course, to conceal the railway position temporarily, and in the 
end to place the companies in an even more dangerous position than 
their statistics of earnings indicate. 

There is some question whether railway rates can be again and 
largely raised in Great Britain, in view of the progress of motor 
transport, and of the depressing effect which higher charges will have 
upon particular trades. Railway managers hope that further ad- 
vances will not be necessary, although no one can predict what the 
future will bring. 
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CHAPTER XXX1 


THE RELATIONS BETWEEN THE PUBLIC AND THE RAIL- 
WAYS IN FRANCE 


Relation of the Government to Railroad Construction Under 


the Act of 1842 


In presenting to Parliament the bill which ultimately became the 
law of 1842, the French Minister of Public Works proposed to call 
upon local governmental units for two-thirds of the cost of the right 
of way for the railroads that were presently to be built, while it 
undertook, itself, to pay the remaining third of the cost of the right 
of way as well as to meet the cost of grading, structures, and sta- 
tions.t The property so constructed was to be leased to companies 
financed by private capital, which were to supply rails, ties, and 
equipment, and to operate at their own expense. The lease was to 
state the length of the period for which it was made, and the con- 
ditions of operation, as well as the maximum rates; it was to be 
approved by the Minister of Public Works, provisorily, and finally 
to receive sanction by law. At the expiration of the lease, the value 
of the property contributed by private capital was to be determined 
by expert appraisal and to be reimbursed to the companies which 
had advanced it, either by new companies that might take over the 
leases or by the state.2 These were the actual provisions of the Act 
of 1842, and, except that the practice of requiring local government 
units to bear a share of the expense of railroad rights of way was 
soon abandoned, this remains the general basis upon which French 
railroads are built and operated at the present time. 


Development of the Great Companies and of the State System 


During the early years of railroad development, the government 
granted a right to build to almost any private company which was 
willing to undertake a part of the national railroad program an- 
nounced in 1842. The result was that by the end of 1851 the French 
railroad system of 3,627 kilometers was divided among no less than 
eighteen companies, of which nine were of considerable importance.* 


1Schlemmer, G., and Bonneau, H., Recueil de documents relatifs a l'histoire parle- 
mentatre des chemins de fer francats, 1898, p. 87. 

2 Tbid., pp. 114-115; La Ruelle, Contrése des chemins de fer et des tramways, pp. 469- 
479. 
3 Kaufmann, Die Eisenbahnpolttik Frankretchs, p. 91.. 
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In 1852, the Second Empire altered this procedure. The govern- 
ment now began to fuse existing enterprises and to concentrate new 
concessions so as to build up a few great companies. These new large 
and powerful undertakings were expected, on their part, to develop 
allotted territories in a systematic way. Thus the Northern Rail- 
way was charged with communication between Paris and England 
and Belgium; the Paris-Lyon-Mediterranean, with traffic between 
Paris, Switzerland, Italy, and Mediterranean ports; and other com- 
panies with other sections. This policy soon produced results. By 
1858, 8,292 kilometers out of a total of 8,767 kilometers of railroad 
lines actually in operation in France were in the hands of six great 
companies, namely,! the Northern, Eastern, Western, Orléans, Midi, 
and Paris-Lyon-Mediterranean Railway Companies. 

To these companies presently came to be added a state system, 
made up of small lines in the southwest of France, which the state 
had authorized independent companies to build because the great 
systems would not undertake them, and which the state was forced 
to buy, mostly between 1877 and 1883, because they could not op- 
erate at a profit. 


Legal Basis of Government Control in France 


Government control of railroads is based in part upon general 
statutes passed in 1842 and 1845, in part upon ordinances and decrees 
elaborating the provisions of underlying statutes, in part upon char- 
ter clauses imposing responsibilities upon private railway companies, 
and in part upon conventions or contracts between railways and the 
government, of which the conventions of 1859, 1883, and 1921 are 
the most important. While it is impossible, in reasonable space, 
to state the provisions of these various documents, it may be said 
that the result of this combination of general law, charter, and con- 
tract has been to vest in the French Government power to control 
railway operations in minute detail. No new railroad can now be 
built except after parliamentary authorization. New rolling stock 
must receive the approval of the Minister of Public Works.? The 
Minister approves train schedules and the maximum and minimum 
speed of trains. He may require modifications in signal systems, 
lay down rules for the carriage of explosives, and pass upon the 
provisions for the heating of trains. He may demand additions to 
equipment or to personnel when necessary for satisfactory service. 

1 Ihid., p. 67. 

?Ordonnance du 15 novembre, 1846, modifiée par le decrét du |e* mars, rgo1, Titre 
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He regulates the length of the railroad working day. He may pre- 
scribe standards of maintenance. No rates or fares may be changed 
without the Minister’s prior approval, even though beneath the 
charter maxima. No bonds may be issued without his approval. 
In short, through the exercise of these and many other powers, the 
Minister exercises authority that goes far beyond the prerogatives of 
government in England or in the United States. This explains the 
absence of anything like the Anglo-Saxon “railroad commission” 
in France, as well as the failure of the French Parliament to enact 
broad regulatory statutes analogous to the Act to Regulate Com- 
merce in this country or to the Railway and Canal Traffic Act in 
Great Britain.t 


Organization of Control 


In order to perform the functions of his office, the Minister of 
Public Works requires an elaborate organization, including, up to 
1921, two advisory committees, the Comité consultatif and the 
Comité de l'exploitation techmique; a general executive officer, known 
as the Directeur des chemins de fer, with a headquarters staff; sub- 
ordinate executives, each in charge of control upon some one private 
railroad system; and a considerable number of engineers, inspectors, 
etc., who report on each system to the executive in charge of control 
upon that system. The organization is elaborate and expensive, but 
it is presumably necessary to enable the Minister to meet his re- 
sponsibilities. The organization of the advisory committees was 
changed in 1921, but the railroad director and the system control 
was left as before. 


Guaranty of Interest 


We now come to that phase of the relations between the French 
Government and the French private railroads which has caused most 
controversy, namely, that of the guaranty of interest. 

The disadvantages of a system of interest or dividend guaranty 
are obvious. In the first place, it is expensive. In the second place, 
it may remove the incentive to efficient operation. On the other 
hand, the policy of a guaranty has peculiar advantages. Unlike the 
loans or subsidies granted by many American states, it extends as- 
sistance only to completed enterprises. Moreover, it measures the 
aid given exactly to the need. And, lastly, the mere existence of a 
guaranty enhances the credit of the enterprise to which the guaranty 


1La Ruelle, Contréle des chemins de fer et des tramways, pp. 51 ff. 
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is given, and sometimes, therefore, enables a private company to ex- 
tricate itself from difficulties. without actual money contributions 
from the state treasury. 

The French Parliament approved a guaranty of interest on behalf 
of the railroad from Paris to Orléans as early as 1840.1 The general 
adoption of the practice did not come, however, until 1859, when a 
policy of expansion upon which the private companies had somewhat 
rashly entered, not without pressure from the state, brought them to 
the verge of bankruptcy, and led to the inauguration of an extensive 
system of government support. 


Railroad Construction by the French Government 


It was not the arrangement of 1859, however, but a series of later 
conventions in 1883 that were destined to control the relations of 
private railroads and the French Government until the outbreak of 
the World War in 1914, and it is only the conventions of 1883 which 
will be considered in the text. The reason for the substitution of 
the contracts of 1883 for those of 1859 is to be found in the fact 
that between 1876 and 1883 the French Government had committed 
itself to a program of government railroad construction in France 
independently of the private companies. Both the extent and the 
cost of the program which Minister de Freycinet persuaded the 
French Parliament to indorse between 1876 and 1878 were underes- 
timated at the beginning by those in charge, so that by 1882 the 
government sought opportunity to lighten the burden it was carrying 
by transferring to private enterprises the task of completing projects 
that it was unwilling to abandon but which it was unable to finance. 


Conventions of 1883 


Under the conditions which have been alluded to, the government 
negotiated, in 1883, a new set of agreements with the principal French 
railway companies that superseded the conventions of 1859. 

The main features of the new contracts were as follows: 

1, The six great private systems, which were the Northern, the 
Fastern, the Western, the Orléans, the Paris-Lyon-Mediterranean, 
and the Midi railroads, undertook the completion of and accepted 
the duty of operating the new mileage which the state had promised 
to install. The companies agreed to find the money and to bear 
themselves a portion of the expense, which varied as between the 
different systems but amounted to between one-quarter and one- 


1 Schlemmer, G., and Ronneau, H., Receuil de documents, sup. cit., pp. 59-77. 
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fifth of the whole. The rest of the outlay was ultimately to be repaid 
to the companies by the government,’ although the state advances 
under the conventions of 1859 were to be credited on this repay- 
ment. 

2. The conditions under which the state might buy in the prop- 
erty of private companies were somewhat modified. The process of 
repurchase up to 1883 had been controlled by a uniform provision in 
the charters of all the great companies. Briefly stated, the state was 
to pay, in case of repurchase: (a) an annuity extending to the termi- 
nation of the concession of the purchased company which should 
be equal to the average earnings of such company for the best five 
of the seven years preceding repurchase; and (b) a principal sum 
for rolling stock, shop and station equipment, supplies, fuel, etc., 
determined by expert valuation. Through the conventions of 1883 
the state agreed to value railroads which had operated for less than 
fifteen years on the basis of original cost, if the companies should 
demand it, instead of on the basis of earnings. It also undertook 
to compensate the companies, on request, for their so-called “com- 
plementary expenditures,” not including rolling stock, on the basis 
of original cost instead of upon the basis of expert valuation, with 
the proviso that one-fifteenth should be struck off the figure of cost 
for each year elapsed after the end of the fiscal year in which the 
expenditures were made. These changes were expected to increase 
somewhat the sums which the companies would receive. 


Revision of the System of Guaranties 


3. Under the system of guaranties approved in 1883, each rail- 
road party to the agreement was allowed to deduct from its gross 
revenues the sum necessary to meet operating expenses, interest, 
amortization and accessory charges for capital expenditures. In 
addition to this, each system was permitted to charge to revenues 
a minimum dividend, which varied according to the individual com- 
pany. If the net operating revenues were not sufficient to cover this 
last charge, the state advanced the difference. State advances were 
treated as loans, they bore 4 per cent interest, and they were repay- 
able at the expiration of the companies’ concessions, if necessary, by 
deduction from the sums due from the state at this time on account 
of the repurchase of rolling stock. If the net operating revenues 
were more than sufficient to cover interest, amortization, and mini- 


1 Most of the repayment was to come from the national treasury. A small part, 
less than 2 per cent, was chargeable to departments, communes, etc. 
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mum dividend, then the surplus was to be used to repay state ad- 
vances under the guaranty for earlier years, if such there were, 
after which the surplus might be used to increase dividends up to 
a certain point. Beyond this last-named point excess earnings were 
to be divided between companies and state in the proportions of one- 
third and two-thirds, respectively. 

The period of the guaranty was not always the same. That of the 
Northern and Paris-Lyon-Mediterranean railroads terminated in 
1914, that of the Eastern on December 31, 1934, and that of the 
Western Railway Company on December 31, 1935. No mention 
was made in the treaties with the Orléans and the Midi of the length 
of the guaranty, but a later decision by the Council of State held 
that the guaranty was to be considered for the same term as the 
franchises of the companies—that is to say, to the end of 1956 and 
of 1960. 


Unpopularity of the Conventions of 1883 

The railroad conventions of 1883 were long unpopular in France, 
partly, doubtless, owing to the feeling that they were negotiated 
under pressure. They did not entirely relieve the state from the 
burden of railroad operation, for the government retained for itself 
a small system of badly located lines southwest of Paris, and they 
compelled the treasury to provide subsidies which by 1908 had 
reached the very substantial sum of 1,207,451,601 francs. Indeed, 
the deficits of the Western Railroad became so formidable in course 
of time that in 1909 the government exercised its option of repur- 
chase, preferring to operate the Western Railroad Company itself, 
and adding it to the mileage that it already possessed. On the 
other hand, the general system was not ill conceived, it probably 
has had the effect of reducing French railroad rates, and if the divi- 
dends which railroad shareholders have received in France have 
been high, nevertheless the support of the state has so strengthened 
the credit of the private companies that they have been able to pro- 
vide four-fifths of their capital requirements through the sale of 
bonds. Moreover, this result is not at the expense of the taxpayer, 
as the state advances up to 1914 are secured by rolling stock of the 
private companies valued at amounts which substantially exceed 
the government loan. 


Guaranty-of-interest Account as of December 31, 1913 
When the World War broke out in August, 1914, the financial 
situation of the private railroad systems in France was comparatively 
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easy. The guaranty-of-interest account, under the conventions of 
1883, stood as follows on the 31st of December, 1913: 


Company Advances by the State 
(Francs) 
Banter new oc Feet, eit hae ok 259,676.67 
Or least trey Gate at, eet he ce eae 312,087, 880.77 
DVL CAVE fates th eke cpg arc ote Pat ivy oy bi a: 340,896,195.91 


go) 1 ay eee lee A ie 5 en el vera pepe eae G55.,2434753 35 

Of the five private companies, the Northern Railway had never 
called upon the state for assistance, and the Paris-Lyon-Mediter- 
ranean had repaid, before 1900, the advances which it had received. 
Even the Eastern Railroad, shown above as indebted on account 
of the guaranty to the extent of 259,676.67 francs, cleared the last 
of its indebtedness to the state at the beginning of July, 1914. Only 
the Orléans and the Midi were substantially in arrears, and the 
government advances to these lines were secured by the value of their 
rolling stock.? 


Guaranty-of-interest Account as of December 31, 1919 


By the end of 1919, however, this fortunate condition had com- 
pletely changed. On the 31st of December, 1919, the guaranty-of- 
interest account for the private companies was as follows: 


Company Advances by the State 
(Francs) 
INGLE Ieee eer mae oer cemaet 14,338,191.78 
EASCOLTIy uAaur meee: ate hve ory a were 475,920,179.81 
Orleanseenne eer ce ee ere te Bes, 210,550.47 
Paris-Lyon-Mediterranean........... 36,509,194.52 
PVA TG ae hos ek Cae Mtoe faa ES eye's ann 516,257,900.24 
NEG taleaea eet ree kee arte coe I, 596,236,016. 82 


The total state advances under the guaranty rose, between De. 
cember 31, 1913, and December 31, 1919, from 653 million francs 
to 1,596 million francs, or almost threefold. 


Capitalization of Deficits by Northern and Paris-Lyon- 
Mediterranean Railway Companies 
Nor was this all. The right of the Northern and Paris-Lyon- 


Mediterranean railroads to assistance terminated under the terms 


1 Fournal Officiel, Débats Parlementaires, Chambre, 1920: 3, p. 3496, Lorin; Ibid. 
Documents Parlementaires, Chambre, 1920: 2, Annexe No. 862, Exposé des Motifs, 


p. 1450. 
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of the conventions of 1883 upon August 31, 1914. For their divi- 
dends after this date the state was in no wise responsible. There 
were, nevertheless, matters of equity as well as of public policy to 
be considered. The deficits of the Northern and of the Paris-Lyon- 
Mediterranean after 1913 were clearly due to the war. The com- 
panies were subject to complete state control during the war, and, 
after the Armistice, they were subject to a burdensome system of 
priorities, and exposed to the effects of increases in wages and prices 
which they were forbidden to meet by advances in rates. That this 
entitled both the Northern and the Paris-Lyon-Mediterranean to 
equitable consideration was recognized by the Act of December, 
1914, which allowed the two companies mentioned to charge their 
deficits to capital account and to cover them by the issue of obliga- 
tions that the government was eventually to redeem, for the period 
of the war and beyond up to the close of the year following the 
cessation of hostilities. 

The deficits carried to capital account under the permissive legis- 
lation of 1914 were 984,223,294.34 francs for the Northern and 697,- 
417,616.94 francs for the Paris-Lyon-Mediterranean, which sums, 
added to the advances allowed the Orléans, Midi, and Eastern Rail- 
raods, made a total of over three billion francs, an increase in the 
course of six years of 2,624,633,174.75 francs, or more than four 
times the advances by the French Treasury up to January, 1914. 
This figure was seven or eight hundred million francs in excess of the 
liabilities of the companies to the state, because of certain credits 
which were allowed; the sum was, nevertheless, so great, and the 
likelihood of its further increase so great, that some kind of reorgani- 
zation was required.” 


Socialist Proposal for Government Purchase 


The question which occupied men’s minds in France at the be- 
ginning of the debates of 1920-21 was as to whether the time had 
not come for the state to take over the five private companies and 
operate them, with the old state-owned lines to the west and south- 


1 Journal Officiel, Débats Parlementaires, Chambre, 1920: 3, p. 3500, Lorin. 

* Fournal Officiel, Documents Parlementaires, Chambre, 1920: 2, Annexe No. 862, 
Exposé des Motifs, p. 1450. The government permitted a rate advance of 25 per cent 
in 1918. Again, in 1920, it allowed the railroads to increase their rates from 45 to 55 
per cent on passengers and 115 per cent on freight. In this same year, but retro- 
active to July, 1918, the special reduced charges for military transports were also raised 
(Traité Cotelle) on the ground that these charges were below the cost of service. The 
changes in tariffs failed, however, to produce a surplus (Yournal Offciel, Débats Parle- 
mentaires, Chambre, 1920: 3, p. 3508, Manoury). 
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west of Paris, on government account. There were, indeed, three 
alternative proposals for action before the French Parliament. One 
of these was prepared by the Economic Council of the Confédéra- 
tion Générale du Travail, and submitted by M. Léon Blum, a bril- 
liant radical editor and member of the Chamber of Deputies. The 
socialist plan contemplated government purchase, and operation 
through a government organization which should comprise a large 
central council containing representatives of the users of transporta- 
tion facilities, of the government, and of the personnel, a small ad- 
ministrative body selected from and by the council, and a series 
of directors-general or general managers directly in charge of opera- 
tion on the various sections into which the French system might be 
divided. This was government operation of the most direct sort.1 


Loucheur Plan 


A second suggestion by M. Loucheur proposed also government 
purchase through state annuities payable to the old private com- 
panies. Under the Loucheur plan, however, the state railroads, when 
purchased, were to be leased to a new, single, private company for 
a rental sufficient to cover the annuities just mentioned, One-third 
of the stock of the new company was to be subscribed by stock- 
holders of the Orléans, Midi, Paris-Lyon-Mediterranean, and other 
preéxisting railroads, one-third was to be subscribed by chambers 
of commerce, chambers of agriculture, and similar bodies, and one- 
third was to be offered at public sale. The government was to re- 
ceive a portion of the profits of the new concern, and decisions of 
the company’s administrative council could be disapproved by the 
Minister of Public Works, yet the state controlled rather than ini- 
tiated policies, in contrast to the socialist plan presented by M. 
Blum.? 


Objections to Government Purchase 


It follows from what has been said that two out of the post-war 
solutions for French railroad difficulties had government ownership 
in mind, and one of these proposed direct government operation, 
There were, however, substantial reasons against state ownership 
and operation in 1920-21. These reasons were partly doctrinal. It 
was objected that the state had not been successful in running the 


1 Fournal Officiel, Débats Parlementaires, Chambre, 1920: 3, p. 3653, Blum. See 
also Bressler, H. J., “The French Railway Problem,” Political Science Quarterly, June, 
1922. 

2 Fournal Officiel, Documents Parlementaires, Chambre, 1920: 2, Annexe No. 943. 
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railroads that it had owned before the war and would not be likely 
to be more successful afterward.1 

But a more important objection to repurchase was found in the 
terms of existing legislation regulating the price which the govern- 
ment would be called upon to pay. It will be recalled that, according 
to provisions embodied in company charters and in the conventions 
of 1883, the state, if it decided to purchase, was compelled to pay 
upon a double basis. In the first place, the state was required to 
provide an annuity up to the expiration of the company’s concession 
based upon the average net earnings of the best five years out of 
the seven years immediately preceding the year in which repurchase 
occurred, This annuity was supposed to compensate for the profit 
which under normal conditions the carrier would obtain. 

In addition to the annuity based upon the earnings of preceding 
years, the conventions contained the provision that the state should 
take over the rolling stock belonging to private companies at time 
of repurchase at a valuation to be determined by expert appraisal, 
as well as to pay the cost of “complementary expenditures.” 

Inasmuch as the private companies had operated at a deficit from 
1914 to 1921, a literal interpretation would have relieved the state 
from the obligation to pay any annuity at all under the first of these 
stipulations. It was certain, however, that the companies would 
object to the inclusion of the war years in the test period, and a 
recent decision of the French courts in what was known as the Bor- 
deaux Gas Case seemed to suggest that the state would be required 
to make equitable adjustment where, as in the railroad instance, 
privately owned public utilities had suffered through the war.? 


Valuation of Rolling Stock 


Leaving this upon one side, there was left the obligation to pay for 
rolling stock at its appraised value. How large a sum would be 
necessary for this transaction, no one could say. The cost price of 
the railroad equipment concerned, less depreciation, was perhaps in 
the neighborhood of 3 billion francs. The companies maintained that 
the replacement value would amount to 16 or 17 billion francs. 
Even the lower of these figures would have imposed a heavy charge 
upon the state credit, while no minister could contemplate with 
equanimity the possibility of being forced to meet the larger, to say 
nothing of additional annuities which judicial process might compel 


1 Fournal Officiel, Débats Parlementaires, Chambre, 192:0 3, p. 3497, Lorin. 
2 [bid., Chambre, 1920: 3, p. 3649, Blum. 
3 [bid., Chambre, 1920: 3, p. 3498, Lorin. 
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the government to pay. For these reasons the French ministry re- 
jected the solution of repurchase, if not permanently, at least until 
some future time when the obligations involved might be more mod- 
erate and better defined. 


Reorganization Proposals of 1921 


We may now turn to suggestions which were proposed in 1920 for 
the reorganization of the French railway system. These suggestions 
were of two sorts: one group looking toward liquidation of obligations 
to the government which the private railroads had previously in- 
curred; another contemplating a new form of organization for the 
future, and a policy of permanent operation and finance.? 


Ministerial Program for the Liquidation of State Advances to 
Private Railroads 


With respect to the liquidation of past debts the ministerial pro- 
posals were simple and occasioned no serious debate. ‘They con- 
sisted of three parts: 

1. The railroad debts to the government arising out of guaranties 
of interest in fiscal years prior to 1914 were to be computed as of 
December 31, 1913; they were to cease to bear interest after that 
date;” the debts were not to be callable except at the close of the 
term of a company’s franchise, or upon purchase of the railroads by 
the government. 

2. The government cancelled the debts of the companies arising 
out of guaranties of interest for the year 1914 and the years following, 
up to the coming into effect of the new control. 

3. The government undertook to reimburse to the Northern Rail- 
way Company and the Paris-Lyon-Mediterranean Railway Com- 
pany, in the form of annuities payable during the life of their con- 


1The first draft of the convention of 1921 was prepared under date of May 17, 
1920. A second draft, extensively discussed, was dated November 30, 1920, and the 
convention in its final form bore the date of June 28, 1921. The ratifying bill passed 
the Chamber of Deputies on December 18, 1920, by a vote of 417 to 188. The Senate 
approved on July 9, 1921, with amendments, by a vote of 193 to 85, and the Chamber 
accepted the Senate changes on October 28, 1921, by a vote of 408 to 176. The new 
convention was accepted by the private companies between November 30, 1921, and 
January 6, 1922. 

2 Tf the government purchased a railroad system before January 1, 1928, the debt 
arising from the guaranty of interest as of December 31, 1913, plus simple interest 
from January 1, 1921, to the day of transfer, was to be deducted from the sum payable 
by the government for materials. To this limited extent interest on advances under 
the state guaranty remained in the account. Agreement of June 28, 1921, between the 
Railroad Companies and the Minister of Public Works, Art. 21. 
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cessions, the sums charged or to be charged to the account Capital 
Expenditures of these companies according to the law of December 
26, 1914, where these sums had not already been covered by repay- 
ments or reimbursements effected.1 

The amount of the concessions under these three heads was esti- 
mated at 3,975,000,000 francs.2, The French ministry argued that 
the railroad companies should be relieved from losses incident to 
war-time operation, and also, that these clauses in the convention 
of 1921 formed part of a long and complicated adjustment and were 
partly balanced by concessions which the companies were elsewhere 
asked to make. 


Private Railway Operation Continued 


With respect to new organization and future financial policy, the 
provisions of the French law and the accompanying convention of 
1921 were much less simple, and require careful study in order that 
their meaning may be made clear. 

The essential features of the new arrangements were as follows: 

Railroad operation in France was to be left in the hands of private 
companies for the present, except for the state system, west and 
southwest of Paris, which was to be continued. The dates when the 
concessions of the different French railroads will expire are as fol- 
lows: 3 


Name of railway Date of expiration of concession 
INorehn Crna rns or ayaa oe ee December 31, 1950 
Sefer iieaa ans. 13; 08 to Puhrotenth renee November 26, 1954 
Wrestern.toiicia cs ue ties Garnet fare trie December 31, 1956 
Paris-Lyon-Mediterranean.......... December 31, 1958 
NVI Cite eee terse coer ribet a cee tare ee December 31, 1960 
(CORIGANIS ee RRR ree ee eee December 31, 1956 


The convention provided that whenever the systems of two of the 
contracting parties had been taken back by the government, either 
by purchase or after the lapse of their franchise, each one of the 
other companies would have the right, within a period of three 
months following the dissolution of the second company, to ask that 
it be bought. The purchase was to take effect on the 1st of January 
following the expiration of the three-months period.4 

1 Thid., Art. 19. 


2 Fournal Offictel, Débats Parlementaires, Senat, 1921: 2, p. 1503, Rabier. 

3 Fournal Offictel, Documents Parlementaires, Senat, 1921, Annexe No. 486, p. 865, 
Report of Commissioner of Finance. 

‘Art. 20. See Yournal Officiel, Débats Parlementaires, Chambre, 1920: 3, pp. 
3716 ff., for discussion of this limiting proviso, 
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This indicates that government ownership may once more become 
a political issue in France in 1954, if not before, and again at later 
dates when the private railroad concessions fall in. The railroad 
debates of 1920-21 do not enable us to predict what the attitude 
of Parliament will be upon these different occasions, although the 
opinion may be hazarded that the decision will be greatly influenced 
by the condition of the French treasury when the question of repur- 
chase v. lease extension is raised. 


Alteration of Provisions for Repurchase 


It is to be observed, nevertheless, that the convention of 1921 
altered the conditions under which the government will purchase, if 
at a later date it feels so inclined. So far as the annuity based upon 
average net earnings of the best five of the seven years preceding 
purchase was concerned, the rule remains substantially as before. 
The importance of this payment decreases, however, as the period 
when the company concessions expire approaches. But, with re- 
spect to the method of valuing materials, including rolling stock, 
the rule was changed in 1921. Instead of leaving the valuation of 
materials to expert appraisement, presumably on the basis of mar- 
ket value, the new convention stipulated that the price should be 
the inventory figure, increased by a proportion of general expenses 
and interest, and diminished by one-fortieth for each full year elapsed 
since the 31st of December of the year when the original charge 
to inventory was made. This substituted cost less depreciation for 
market value. The change was avowedly made in order to protect 
the state against the assessment at post-war prices for material ac- 
quired at a lower price level before or during the war. Undoubtedly 
the resort to a cost basis met the particular difficulty described. It 
is not, however, so easy to predict the net result upon the govern- 
ment’s finances if the level of prices in France begins to decline. Cer- 
tainly the longer purchase is postponed the less advantageous to the 
government is the new rule likely to be. 


Centralized Control Over Operation 


While the operation of railroads in France was left in the hands 
of five separate, private companies, together with one distinct state- 
owned system, the law and the convention of 1921 contemplated a 
greater degree of codperation between the systems than had pre- 
viously been the case. Speakers in the French Parliament dwelt 
upon the difficulty of crossing France under the existing régime with- 
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out passing through Paris, and upon differences in operating practice 
between French railroad systems that made it dificult for one car- 
rier to exercise trackage rights upon the lines of another. It was 
recalled, for instance, that when the American armies sought to 
reach the battle front from the western coast of France, they were 
compelled to familiarize themselves with three different types of 
signals before they could operate through trains.’ 


Advisory Council 


In order to remedy these difficulties, as well as to secure whatever 
savings in operating costs might be possible through more unified 
control, the organization of the central control in France was, in 
1921, somewhat revised. Part of the change consisted in the sub- 
stitution for the old Comité Consultatif of a new Advisory Council, 
which the Minister was obliged to consult on questions of interest 
to railroads as a whole, including technical, commercial, administra- 
tive, and financial matters. The Minister was not compelled to take 
the Council’s advice, but in most cases he was expected to seize the 
opportunity to relieve himself of responsibility and to do what was 
suggested to him.? / 

The Advisory Council was to consist of a presiding officer = 
sixty members, thirty representing the public and thirty the rail- 
roads. Of the railroad representatives, eighteen were to consist of 
the members of the Management Committee presently to be de- 
scribed, and twelve were to be elected representatives of employees.* 
The thirty public representatives and the president of the board were 


1 Thid., Senat, 1921: 2, p. 1503, Rabier. 

2Tt is interesting to note that some speakers in the French Parliament took the 
view, in 1920, that the Minister would follow the recommendations of the Advisory 
Committee blindly, while others pointed out that ultimate authority lay with the 
Minister, and insisted that the Council would have little influence. 

3 The original provision was that employees’ representatives were to be designated 
by the Minister of Public Works. Spokesmen for the employees in Parliament asked 
to have the employee representatives on the Advisory Council elected, instead of 
appointed by the Minister. The government expressed its willingness to appoint 
persons chosen by employee organizations, but argued that it would be inappropriate 
to insert stipulations controlling ministerial action in this respect in a convention” 
between the government on the one hand and private railroad companies on the other. 
Eventually the rule of ministerial designation was retained in the convention, but 
Parliament directed in the accompanying law that labor representatives should be 
elected, as is stated in the text. Out of the twelve labor delegates, six were to be 
representatives from the intermediate, and six from the lower grades of railroad service 
(Fournal Officiel, Débats Parlementaires, Chambre, 1920: 3, p. 3686, Le Trocquer). 


See Journal Officiel, February 15, 1922, p. 1960, for the regulations governing the 
election of these delegates. 
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nominated by decree rendered on the motion of the Minister of 
Public Works. 

According to a decree published in February, 1922, the president 
was selected from a section of the Council of State and the thirty 
public representatives were distributed as follows: three representa- 
tives of the Minister of Public Works, chosen from among inspec- 
tors-general or chief engineers of roads and bridges in active service; 
one representative each of the Ministers of Finance, War, Commerce 
and Industry; one member of the Paris Chamber of Commerce and 
six representatives of other chambers of commerce, of which one, 
at least, represented the export trade and colonial interests; one rep- 
resentative each of trade associations in mining, metallurgy, elec- 
tricity, railroad construction and supply, light, and local railways; 
four representatives of agricultural societies; three representatives of 
shipping and interior navigation; four representatives of tourist, 
press, and commercial travelers’ associations, of which one must be 
a doctor and one a commercial traveler. This was a very large and 
heterogeneous body, which necessarily was expected to discuss only 
large, general policies, while the Management Committee was capa- 
ble of considering detail. Critics of the Council declared that most 
of the representatives of the public would live outside of Paris and 
so would not attend meetings, and that the sessions would be domi- 
nated by railroad men. It was replied that provincials would be 
glad of an excuse to come to Paris, and that if representatives did 
not wish to come themselves alternates might be selected. The de- 
mand of various groups of people during the parliamentary debates 
for representation upon the Council indicates that its influence was 
expected to be considerable. 

Doubtless under such a plan of organization the eighteen railroad 
representatives who constituted the Management Committee and 
also formed part of the Advisory Council were certain to exert a 
considerable influence in formulating railroad policies. It was be- 
lieved, however, that they would be held in check by the representa- 
tives of other interests, while it was scarcely possible to dispense 
with the technical information which they possessed.” 


Management Committee 
Beneath the Minister and his new Advisory Council was placed a 
Management Committee, composed of the three principal officers of 


1 Fournal Officiel, February 15, 1922, p. 1960. 
2 Cf, ibid., Chambre, 1920: 3, p. 3539, Chabrun. 
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each of the five private companies, together with the director, presi- 
dent, and vice-president of the ae of the state railway system. 
This committee was to be an executive body charged with the duty 
of carrying out decisions arrived at by the Minister and Advisory 
Council, and armed with direct authority over the staffs of the private 
railroad organizations with respect to policy directions. Henceforth 
the six great railway companies in France were to operate as a 
single national railway system, although the identity of each, be- 
neath the Management Committee, was preserved. 


Increased Power of the Minister 


Finally, an important addition to the powers of the Minister was 
made through the statement in Article V of the convention of 1921 
to the effect that if a railroad system in France failed to obey a minis- 
terial decision, the Minister, after due notification, would proceed to 
the execution of the measures prescribed at the expense of the com- 
pany, and through the power to reduce or to advance rates con- 
ferred by Article V of the law and Article LX of the convention. 
Previous to 1921, the Minister had only the power to approve or to 
disapprove changes in rates proposed to him by the private com- 
panies. The new convention gave him a direct control over both 
rates and operation of the private railroad system of the country, 
which was limited only by the financial consequences to the state 
treasury of action which the Minister might take. 


New Guaranty of Earnings 


There is some question whether the increased codperation between 
French railroad systems accomplished under the committee and coun- 
cil organization will yield large results, as, after all, the railroads in 
France occupy distinct territories and compete less with each other 
than do carriers either in England or in the United States. The 
provisions of the convention of 1921 with respect to financial sol- 
idarity represent, on the other hand, a considerable change from 
previous practice, and one which is bound to have important effects. 
These provisions, in summary form, were as follows: 

Under the new convention, the principle of a state guaranty of 
earnings was continued. This method of assistance was, as we have 
seen, traditional in France, and Parliament saw no sufficient reason 
to abandon it. The present arrangement differed from that in 1883, 
however, in that there was a single convention only, and not separate 
agreements on differing terms with each of the private companies, 
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Moreover, the single convention of 1921 included the state railway 
system. ‘The reason for the curious procedure under which the state 


treasury guaranteed the earnings of the state railways will appear 
as the details of the plan are explained. 


General Contingent Fund 


In order to make the new guaranty effective, there was instituted 
in the public treasury a general contingent fund. From the total of 
its gross earnings from any source each company was to take operat- 
ing expenses, interest, and amortization, certain miscellaneous 
charges, premiums for efficient operation (to be later described), 
and the following sums:? 


Homie otaletn alwayiny 6 vem acts « 8,300,000 francs 
Besteris costco ere Ron 6,052,000 © 
INS thise ene Naeea hee be ae ee 6,250,000 “ 
(Onl Gains Pee Mncor cyt tae ee ee 24,600,000 “ 
INorthenhik sere ee a eee 20,000,000 “ 
Paris-Lyon-Mediterranean.... 28,000,000 “ 


The excess, if any, was to be paid into the general fund. Con- 
versely, if the earnings were not sufficient to cover the total of the 
items noted above, the deficit was to be paid to the company from the 
general fund. 


Advantages of the Consolidation of Guaranties 


The main advantage in consolidating the guaranties of all the com- 
panies into one fund was that the surpluses of the more prosperous 
were in this way made available to cover deficits of companies which 
proved unable to meet their expenses. Under the conventions of 
1883 it had happened, as late as 1913, that the government was called 
upon for advances under its guaranty for particular companies even 
though the results of operation of all the companies taken together 
showed a profit.2, Under the convention of 1921 this could no longer 
occur. Nor is it to be forgotten that under the new arrangement 
the state system was included in the companies supported from the 
contingent fund, whereas, before 1921, the government could never 
apply surpluses on the private railroads to reduce losses upon rail- 
roads operated by the state. 

It is true that the new arrangement tended to retard reductions in 


1 Art. 15. A similar fund had been set up in 1917, but only for a limited period 
(Archiv fuer Eisenbahnwesen, vol. xlv, p. 557). The indicated sums were substantially 
at the same rate per share as the guaranteed revenue under the conventions of 1883. 

2 Fournal Officiel, Débats Parlementaires, Chambre, 1920: 3, p. 3508, Manoury, 
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rates in certain regions where the railroads normally earned sub- 
stantial surpluses, as in the territory of the Northern and Paris-Lyon- 
Mediterranean Railway Companies, so that objections were not un- 
naturally voiced in Parliament to the equalization of earnings; but 
the wealthier sections of France were expected to contribute in this 
way to the support of their less fortunate neighbors, and the pro- 
tests received scant attention. 


Was the French Railroad System to be Made Self-supporting? 


The consolidation of guaranties through the new conventions of 
1921 thus accomplished a real saving from the point of view of gov- 
ernment finance. As the debate upon the bill proceeded, it became 
evident, nevertheless, that the fundamental question of policy under- 
lying the whole discussion was less one of equalization than it was a 
question as to whether the government proposed to administer the 
railways upon a self-supporting basis, or whether it proposed to 
operate at a deficit and to rely upon the contingent fund to shift the 
consequent losses from the railroad investor to the French taxpayer. 
The increased power over rates which the new legislation conferred 
upon the Minister of Public Works made a choice possible in this 
regard for the first time. 

As originally framed, the proposals of 1920-21 clearly contemplated 
an equilibrium between receipts and expenses. The condition of 
French finances was thought to permit nothing else. M. Lorin, who 
first discussed the question on behalf of the Ministry of Public Works, 
declared emphatically that Ministry and Parliament would make 
a serious mistake if they permitted themselves to rely upon the 
proceeds of taxation for the maintenance of the contingent fund.1 
The state might advance money—yes; but the advances should be 
exceptional and temporary,” and repayable either from the proceeds 
of an advance in rates or from savings in operating expenses. This 
was a courageous view and one which was essentially sound. 


Opposition to Advances in Rates 


On the other hand, the policy of raising tariffs to meet deficits 
was bound to be unpopular, and its unpopularity soon became so 
evident that the system of more or less automatic rate increases when 
necessary to protect the contingent fund had to be abandoned. What 
was the likelihood for the future? The railroad deficit for 1920 was 

1 [bid., Chambre, 1920: 3, p. 3500, Lorin. 


2 Fournal Offictel, Documents Parlementaires, Chambre, 1920: 2, Annexe No. 862, 
Exposé des Motifs, Séance du 18 Mai, 1920. 
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expected to be 3 billion francs, that for 1921, 1,500 to 1,800 million 
francs, the total up to 1927 perhaps 6 billion francs After this 
year it was the official view that the deficit would disappear, partly 
as a result of economies effected through consolidation, partly from 
a decrease in labor costs, partly from increase in receipts, and partly 
in consequence of an expected decrease in: the price of ecoal.? All 
of which led to the conclusion that the deficit could not be covered by 
increased rates because it was so great and need not be because it 
was so temporary. This sum of 6 billion francs, reasoned the Minis- 
ter, was in reality a war charge. It was, at least, a consequence of 
the years of war. What more equitable than to place the burden 
upon the shoulders of future generations who were to benefit from 
the nation’s victory and should share in the cost of the advantages 
which they enjoyed? 8 


Limitation to the Authority of the Minister to Advance Rates 


The result of this reasoning was to introduce an important modi- 
fication to the original plan, in so far as increases in rates were con- 
cerned. Power was, indeed, given to the Minister to increase rates, 
even beyond the maxima fixed in the charters of the private com- 
panies, but it was stipulated that if, during the first five years, the 
rate increases exceeded the charter maxima by more than 180 per 
cent for freight and roo per cent for passengers, the new rates might 
be applied temporarily but should be submitted to Parliament for 
its ratification. After five years, and then at the expiration of each 
five-year period, the 180 and 100 per cent limits might be replaced 
by new limits proposed to Parliament by the Minister of Public 
Works.* How the government interpreted this restriction was made 
clear by a statement by the Minister of Public Works to the effect 
that rates should be reduced, not increased, upon foods, that they 
should be reduced on export steel, and that the increases should be 
applied to articles of luxury.® It was no part of his program, the 


1 Fournal Officiel, Débats Parlementaires, Chambre, 1921: 4, p. 3642, Le Trocquer. 

2 Tbid., Senat, 1921: 2, pp. 1547-1548, Le Trocquer. 

3 [bid., Chambre, 1921: 4, p. 3642, Le Trocquer. 

4Art. 17. In 1921 freight rates in France already exceeded the charter maxima by 
140 per cent. The new rule allowed an additional increase, but only to the extent of 
the difference between 180 and 140 per cent. Passenger fares exceeded charter maxima 
in 1921 by 80 per cent for first class, 75 per cent for second class, and 70 per cent for 
third class. The new limit permitted further advances, until the excess over the 
maxima should have become roo per cent, but no further. Yournal Officiel, Débats 
Parlementaires, Senat, 1921: 2, p. 1528, Regnier. 

5 Ibid., Senat, 1921: 2, p. 1551; idid., Chambre, 1921: 4, pp. 3752-3753, Le Trocquer. 
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Minister said, to propose rates which would be harmful to the na- 
tional economy. 


Method of Deficit Financiering 


The French Government deliberately undertook in 1921 to run its 
railroads for six years at a loss. What is more, it proposed to 
borrow the money to meet the expected losses, instead of meeting 
railway deficits by the proceeds of annual taxation. In order to pro- 
tect the credit of the state, the railway companies were expected in 
the first instance to find the money through the sale of new securi- 
ties. For its part, the government undertook to reimburse the car- 
riers by annuities sufficient to cover interest and amortization charges 
upon the new loans and to carry these annuities into its budget. This 
procedure had the effect of understating the real budget deficit in the 
national finance, and was sharply criticized as improper and mis- 
leading, but without effect.1 


Premiums 


All this was sufficiently serious, and not only because it amounted 
to a large and partly concealed subsidy to industry, but also because 
it tended to deprive the French railroads of all incentive to efficient 
operation. Under the conventions of 1883 most of the companies 
entertained a reasonable expectation of sometime recovering the 
“liberty of their dividends.” Moreover, the advances of the state 
under these conventions were regarded as reimbursable loans, to 
be applied at the termination of the concessions in reduction of sums 
otherwise due from the state. But under the convention of 1921, 
the companies were apparently not to be permitted to earn a profit, 
while, on the other hand, during six years, state advances became 
nonreimbursable gifts—never to be repaid. What difference could 
it make to a private railroad, under such an arrangement, whether it 
operated well or ill? 

The realization of the fact that a company had nothing to gain 
by efficient operation unless some special inducement were provided 
in the law led to the insertion of some curious provisions. 

Briefly stated, the intention of the Ministry was to establish a 
premium for efficient operation which should be divided, one-third 
to capital and two-thirds to labor. The proposal submitted to the 

1 [bid., Chambre, 1921: 4, p. 3645, Blum. Government advances to the contingent 
fund to meet deficits incurred after January 1, 1927, were to be regarded as loans, 


repayable with interest, but advances to meet deficits incurred before this date were 
not reimbursable. 
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Chamber of Deputies measured efficiency partly by increases or 
decreases in the volume of traffic transported as compared with the 
year 1920, and partly by the height of the operating ratio. The com- 
panies were allowed to begin with two millimes for every passenger 
kilometer and thirty to forty centimes for every ton of freight trans- 
ported beyond the figure of the base year.’ These allowances were 
then increased as the operating ratio declined, and other complicated 
adjustments were introduced to allow for the natural increase of 
trafic and the expected decline in the price of coal.t 

The final result was an extremely complicated formula, which the 
Senate refused to accept. While the division between capital and 
labor was retained, the Senate substituted for the proposals of the 

hamber a premium plan under which the companies were to re- 
ceive (a) 3 per cent of the excess of gross earnings in any fiscal 
period over the earnings for 1920, and (b) 1 per cent of the de- 
crease, compared with the fiscal year 1920, in the deficit of earn- 
ings with regard to expenditures, or if the earnings in the year under 
consideration exceeded the expenditures, then 1 per cent of the sum 
of such excess and of the deficit for 1920. 

In case the premium due any company exceeded one-third of its 
guaranteed dividend, then one-half of the excess was to be paid 
into the contingent fund; if the premium exceeded two-thirds of the 
guaranteed dividend, then two-thirds of the surplus was to be paid 
into the fund.? 

This new Senate formula was still by no means simple, but it 
was an improvement over the Chamber’s plan and was incorporated 
in the law after long discussion. We shall discuss, presently, its 
results. The main difficulty with it was, first, that the premium ac- 
cruing to any individual in the personnel was likely to be small, and, 
second, that neither tonnage nor increases in gross revenue were 
measures of railroad-operating efficiency. In fact, the companies 
later found it difficult to control even the relationship of earnings to 
expenditures, which was the second basis for premiums under the 


1 [bid., Chambre, 1920: 3, pp. 3510-12, Manoury. 

2 The coefficient of I per cent mentioned in (b) was to be increased to 2 per cent 
for the Eastern and Northern Railway systems for the period 1921 to 1924; thereafter 
this additional 1 per cent was to be reduced by I-10 of 1 per cent annually so as to 
disappear in 1934. The increase in receipts due to advances in base tariffs were not 
reckoned into the gross earnings considered in (a). Logically the decreases in oper- 
ating expenses due to general causes such as the decline in the price of coal should also 
have been omitted, but in fact only half of such savings were stricken out of the 
account (Yournal Officiel, Documents Parlementaires, Senat, 1921, Annexe No. 421, 


Pp. 793): 
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rule finally adopted, in view of the violent price fluctuations occa- 
sioned by the generally disturbed conditions of French currency and 
finance. 

In addition to these objections, which were slightly, if at all, 
touched upon in the debate, there was opposition to the premium 
on the ground that the state would have to pay premiums in certain 
cases even if the railroads were operating at a deficit and the gov- 
ernment was borrowing to pay their bills. The scheme was finally, 
nevertheless, adopted, in the form which the Senate had devised. 


Minor Features 


Among the minor features of the convention of 1921, the following 
matters may be briefly mentioned: 

1. The companies agreed to build and finance upon demand new 
lines up to a total of 1,730 kilometers, or approximately three per cent 
of existing mileage. The companies were to contribute one-fifth of 
the necessary expense out of their own resources, and to raise the 
balance, if requested, for and on behalf of the state.” 

2. New security issues might be sold by the private railroads with 
maximum maturities of sixty years. Since these bonds were to 
fall in after the expiration of the concessions, the government under- 
took their eventual repayment. But the government would not, of 
course, agree both to redeem the bonds and to pay the companies 
when their franchises lapsed for the value of property purchased 
with the proceeds of bond sales, and an agreement was accordingly 
embodied in the convention under which the taking-over price of 
such material was to be reduced by one-fiftieth for each year be- 
tween the covering of the expenditures by the bonds and the lapse 
of the concession.* 

3. The companies agreed to abandon all suits against the gov- 
ernment arising out of war expenditures, or from laws or agree- 
ments between the carriers and the government. On the other hand, 
the government renewed its pledge to restore the railroads, in dis- 
tricts affected by the war, to their condition as of August 2, 1914, 
especially with respect to rolling stock, equipment, and supplies.® 
The interpretation of this pledge was apparently left to the govern- — 


1M. Jeanneney pointed out that a decline in the price of coal from 234 francs per 
ton in 1920 to 100 francs in 1923 would produce a premium of 6,700,000 francs without 
taking into account any other elements whatsoever. (Journal Officiel, Débats Parle- 
mentaires, Senat, 1921: 2, p. 1560, Jeanneney.) 

2 Art, 00, Nahe, Bite 

3 Art. 16. Arta Gs 
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ment, as the railroads were prevented by their agreement from suing 
in the courts. 


Committee of Technical and Commercial Railway Operation 


Since 1921 the organization of French railway control has been 
completed by the erection of a so-called Comité technique et com- 
mercial des chemins de fer. This new committee, not provided for 
in the law but established by decree, is advisory both to the Minister 
of Public Works and to the Advisory or Superior Council. Its mem- 
bership includes ninety-nine appointed and a number of ex-officio 
members divided into two sections, the one commercial and the other 
technical. Some delegates function in both sections, others in only 
one. The ex-officio members are high government officials, and the 
appointed members include members of the French legislature, gov- 
ernment engineers, and representatives of labor, agriculture, mining, 
industry, and commerce so distributed as to provide a broad basis of 
opinion and technical knowledge. The committee has no authority, 
but may be called upon to undertake preliminary studies for the 
Minister of Public Works or for the Advisory Council, or to express 
opinions upon ministerial requests.t 


Working of the French Premium System 


Under the premium system, the French companies earned the fol- 
lowing sums during the six years from 1921 to 1926: 


PREMIUMS EARNED BY THE EIGHT MAJOR FRENCH RAILROAD SYSTEMS, 1921-26 : 


Year Premiums payable 
to to to 

companies government employees 

(Francs) (Francs) (Francs) 
OPN, oon a octet TOPO TOW | me raeee fore ue Poy Tg 
MOQ 2 teehee ace orlenek 27,842,834 870,685 54,542,600 
MG 20 eneeeh es ucisy stains 35,363 , 888 2 2OOn 313 PA AAD TS? 
| NO nite target Sic A 40,958,049 12 O50 02's 80,859,080 
LOD Gem  itern ees 42,365,366 14,024,271 Sul 276.372 
POE stone Ge carts 51,824,933 25,396,853 106,695,657 


The French railroad premiums added a substantial sum to the 
guaranteed dividends accruing to the railway companies between 
1921 and 1926, but, as anticipated, they were comparatively insig- 
nificant in so far as the personnel was concerned, in spite of the large 


1 Fournal Offictel, February 15, 1922, p. 1961. 
2 The companies represented in the table are the Northern, Eastern, P. L. M., 


Orléans, Midi, State, and Alsace-Lorraine systems. 
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amounts apparently involved. In 1926, for instance, the effective 
number of French railway employees on the major systems was 
506,843. The premium payable to personnel from the earnings of 
1926 was 106,695,657 francs, but this permitted a supplement to 
wages of only 211 francs per employee upon the average, or, at a 
valuation of four cents to the franc, it amounted to the modest 
average amount of $8.44 to each railway worker in the course of the 
year. On the other hand, the company premium of 51,824,933 francs 
was more than 47 per cent of the guaranteed dividend for the period.t 

Payments to the government included in the table resulted from 
the requirement that each company must turn a portion of its pre- 
mium into the contingent fund when the premium exceeded one- 
third of its guaranteed dividend. The recovery under this head 
proved unexpectedly great. 


Increase in Dividends to Stockholders 
The chief effect of the premium system has been to raise the divi- 
dends paid to stockholders of French railway companies. The varia- 
tions in these dividends since 1913 are set forth in the following 
table: 
DIVIDENDS PAID TO THE STOCKHOLDERS OF THE GREAT FRENCH RAILROAD 
COMPANIES, I913-26 ” 
(In francs per share) 


Year Northern Eastern Orléans P.L.M. Midi 
MODI ae eeomecee ae eee 74 37.50 59 Ea 50 
MO eA PARA Ie Rom Mcgee ore yew tanto 44 35.50 59 59 50 
TO MG LOL Sere wie tetas 44 35.50 59 40 50 
LOLG 4 Saag BAR aaa eee: 54 35.50 59 55 ise) 
LaNOl ares Vole na GATE ChE Gano 54 85550 59 55 50 
MOAN poten sq ita tenhcrce tae crete ers 62 40 59 ISG 50 
NOUS ater treet cnr Rene 67 43 60 65 55 
ROR retin Meee cn meee Nie 67 43 60 65 5S 
IWOOT ns esemaee ARTs eat Miontieu eae noncy 75 47 60 70 isis 
OI Brae wal meserazh arta. 80 48.50 60 70 57.50 
INSTA Sli Ck Oe Cae ee CMR Tree re go 50 65 es 60 


During the war the dividend rates of the great companies re- 
mained at the minima set by the conventions of 1883. The table 
shows that a recovery began in 1921, which carried the distribution 
to a higher level than in 1913; indeed, the level is higher now than 

1The computation in the text includes a guaranteed dividend of 4,000,000 for the 
railways of Alsace-Lorraine and one of 8,300,000 for the state system. The two figures 
mentioned are used by the Ministry in certain calculations relative to the premium, 
although they are unimportant for most purposes. 


°'The par value of Northern shares is 400 francs, that of the other companies 500 
francs, per share. 
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it has ever been.! It is true that the present rate of payment has 
not been reached without some call upon reserves, and that the North- 
ern Railway has benefited, in particular, from a profitable contract 
covering the operation of certain Belgian lines; the premium, how- 
ever, has been the principal source of dividends over and above 
the guaranteed rate. 


Operation of the Contingent Fund 


The real railway problem in France during the past six years has 
not, however, been that of augmenting the revenues of stockholders, 
nor even that of creating an incentive for efficient railroad operation; 
it has been rather how to find a way to reduce railway deficits. 

Experience has made it clear that the general contingent fund 
established in 1921 is a real source of relief to the Treasury. In 
1926, for instance, the accounts of the great companies showed that 
the state system had run behind by 111 million francs, the Midi 
Railroad by 9.7 million francs, and the Orléans Railroad by 114 
million franes, or a total of 235 million francs. Under the conventions 
of 1883, the state would have been liable for these deficits irrespec- 
tive of the results of the operation of the other systems. But it also 
appeared, in 1926, that the Eastern Railroad had earned a surplus 
of 202 million francs, the Northern a surplus of 141 million francs, 
the P. L. M. a surplus of 326 million francs, and the railroads of 
Alsace-Lorraine a surplus of 106 million francs, or a total excess of 
more than 775 million francs. This was sufficient to cover the deficits 
recorded by the less successful systems, and to leave a net balance 
for the state. 

The possibilities of the contingent fund are, however, exhausted, 
when the surplus of the better situated systems has been set against 
the deficits of the less fortunate. The fund provides no remedy for 
a condition such as that which existed in 1921, when all the railroads 
reported deficits. For such a condition there are only three remedies; 
first, an increase in business; second, an advance in rates; and third, 
a decrease in the cost of transportation. 


Colson Report of 1926 


The question of possible economies in the management of the 
French railway system was considered in a report prepared by M. 
1 The Eastern Railroad in 1857 and the Orléans in 1865 doubled their capital stock. 
The dividend paid upon the small number of shares which were outstanding before 


the new issues were put out was higher than that now paid, but the earlier and the 
later stocks can scarcely be compared. 
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Colson, vice-president of the Council of State, and published early 
in 1926. This report proposed certain reductions in personnel, the 
elimination or restriction of secondary services such as the delivery 
of baggage, the sale of coal boats which some lines maintain to 
supply their fuel needs, the substitution of automatic signals at grade 
crossings for the present system of paid guards, and a slowing down 
of new capital expenditures, especially those in connection with rail- 
road electrification.! Something may, perhaps, be done along these 
lines, but, generally speaking, decreases in expenses upon a large 
scale are impossible in France because they involve decreases in 
wages which the railroad personnel is in no condition to endure. 


Increase in Rail Traffic 


Fortunately for the government, there has occurred a steady, 
though by no means a sensational, increase in freight traffic since 
1921, and a less pronounced and more irregular advance in passenger 
movements. 

The last official government statistics, those for 1926, show that 
between 1921 and 1926 the number of tons transported ? increased 
by 109 million tons, or 53 per cent, and the number of passengers 
by 118 million persons, or 18 per cent. This gain has relieved the 
situation, although by itself it has been insufficient to create an 
operating surplus. 


Rate Advances 


The most effective influence in rescuing the French railroads from 
a really desperate situation has been an advance in rates—an ad- 
vance which the Ministry has finally authorized in spite of the hesi- 
tations of Parliament in 1921, and the limitations which the Jaw- 
makers at this time sought to place upon ministerial powers. The 
speed with which rate increases followed one another between 1924 
and 1926, as well as the extent of the earlier advances in 1918 and 
1920, is shown in the table on page 617. 

The table shows that passenger rates upon French railroads were 
increased by 240 per cent of the pre-war base between 1918 and . 
1926, and freight rates by an even greater amount, or 320 per cent. 
These increases occurred, for the most part, in 1924, 1925, and 1926, 
although an advance took place immediately after the passage of the 
new law. The percentage of advances applied to foodstuffs, news- 


1 Fournée Industrielle, January 21, 1926. 
* Not including express and fast freight. 


THE RAILWAYS IN FRANCE 617 


GENERAL RATE INCREASES ON FRENCH RAILROADS, 1918-26! 


Passengers Freight 
Breccia Per cent Per cent 
Per cumu- Per cumu- 
Class cent lative cent lative 
AIM Thy POLS cisco All classes 25 2s De 25 
Ist class 55 80 
February 23, 1920... 42d class 50 75 Ts 140 
3d class 45 70 
Ist class go 170 
March 10; 1924...... 42d ‘class 85 160 30 170 
3d class 80 150 
euITAR EEG eet hui © ake, 5 eae 20 190 
IMMENe WEY ICES ooseoo8  opesa “nodoo: Io 200 
Ist class 20 190 
January 3, 1926..... \2d class 30 190 30 230 
3d class 40 Igo 
May is io26........ Allelasses 20 210 20 250 
August 16, 1926..... All classes 30 240 70 320 


papers, and fertilizers was somewhat less than that applied to ordi- 
nary freight, or a total of 290 as compared with 320 per cent, but 
the difference is scarcely material. 

It will be recalled that, in 1921, Parliament voted that rate in- 
creases which exceeded 180 per cent of the charter maxima for freight 
or 100 per cent for passengers should, during the next ensuing five 
years, be submitted for legislative ratification, and that after five 
years the 180 and too per cent limits should be replaced by new 
limits, proposed by the Minister, but established by the lawmaking 
body. It is obvious that advances of 240 and 320 per cent were 
required to be submitted to Parliament under this rule. Bills have 
accordingly been introduced, but Parliament has not acted; the ad- 
vanced rates are nevertheless collected upon ministerial authority. 
The anticipated revision of the 180 and 100 per cent limits has not 
yet (August, 1927) taken place, although it is considerably overdue. 
The Ministry has assumed responsibility in these matters, and 
the two Houses have acquiesced. 


Decline in Deficits 
During the last six years, and mainly because of advances in both 
freight and passenger rates, the gross earnings of the French rail- 


1 Percentage advances are figured upon the pre-war base, not upon the rates imme- 
diately preceding the advance. 
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road system have increased and the annual deficit has declined. The 
actual results have even approximated the estimates framed in 1920, 
although the underlying factors have not been those which were 
expected. The annual deficit of the eight important systems, in- 
cluding the railroads of Alsace+Lorraine and the Belt Railroad of 
Paris, was 2,155 million francs in 1921, or rather more than the 
Parliamentary estimate called for. In 1922 the deficit had fallen to 
1,167 million francs, in 1923 to 1,124 million francs, and in 1924 to 
467 million francs; in 1925 it rose again to 610 million francs. In 
1926, for the first time, a net surplus appeared, amounting to the 
very considerable sum of 534 million francs. The results for 1927 
are not likely to be as favorable as in 1926; indeed, a deficit of more 
than 421 million francs is now expected. 

The progress toward equality between the receipts and the outlays 
of the French railroad system, and the disappearance of the huge 
deficits of earlier years, permit one to hope that stabilization is in 
sight and that the railroad administration will soon be able to ad- 
dress itself to the much-needed enlargement of its equipment and 
to the improvement of its line. There are possibilities in the way 
of electric traction in France which the country should not delay 
to realize, although, so far, only a beginning has been made, and 
there is urgent need of additions to railroad rolling stock, as the 
annual increase in the number of cars and locomotives has not kept 
pace with the increase in traffic even during the past six years.) If 
French railroad earnings are not maintained, the accomplishment of 
this program of improvement will be, of course, delayed. 
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CHAPTER AZALI 


THE RELATIONS BETWEEN THE PUBLIC AND THE.RAIL- 
WAYS IN GERMANY 


Extent of Government Ownership of Railroads Before 1870 


Early railroads in Germany were sometimes privately owned, and 
sometimes they were financed, owned, and operated by the states 
which later formed the German Empire. 

The extent of government ownership in Germany for many years 
was determined by quite practical considerations. The administra- 
tions of the different states permitted private capital to build rail- 
road lines, and much construction occurred under private auspices; 
on the other hand, the government, as in Baden, sometimes reserved 
the trunk lines for itself, and still more frequently undertook either 
main or secondary railroads in which private capital was unwilling 
to invest. The result was a confused and fluctuating organization, 
with an increasing tendency toward state ownership. 


State Regulation of Private Carriers 


In so far as there were privately owned railroads in Germany, 
these were regulated by charter provision and by general law, very 
much as in England, although the practice was rather to vest author- 
ity in the ministries of the various states, than to make use of rail- 
road commissions or to create organizations resembling the British 
Board of Trade. 

Since 1871 the German Empire has been a federal state and under 
its constitution the imperial government, as distinguished from the 
state governments, has exercised jurisdiction over both private- and 
state-owned systems with respect to national defense and common 
intercourse, though not with respect to matters of local concern. 

The parliament of the Empire has used its power to pass safety- 
appliance legislation, and also statutes fixing a standard gauge, pro- 
viding for the marking of freight cars, setting a maximum limit for 
grades and curves, laying down general prescriptions with respect 


1 The clauses of the constitution of 1871 which conferred authority upon the imperial 
government were taken from the constitution of the North German League, adopted 
in 1867. A proviso, however, limited their application in so far as Bavaria was con- 
cerned. The imperial government was given the power to prescribe standards of 
construction and equipment for Bavarian lines deemed important for national defense, 
but other railroad clauses in the constitution were not applied to Bavaria. 
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to signals, and covering other matters of like character. Mention 
may also be made of sections of the imperial Handelsgesetzbuch, 
such as those regulating the liability of common carriers, of the law 
defining the responsibility of carriers for accidents involving injury 
or death, of military and postal regulations, and of rules relating 
to international traffic. These laws and regulations apply, as has 
been said, to state-owned systems as well as to railroads in private 
hands, and have produced a much-needed standardization in essen- 
tial matters of construction and operation.1 


Conditions of Railroad Ownership in 1870 


At the outbreak of the Franco-Prussian War in 1870, the rail- 
roads of Hanover, Baden, Wiirtemberg, and Oldenburg were, with 
unimportant exceptions, state owned. In Bavaria, Saxony, Hesse, 
and Prussia, there were both state and private systems. In Meck- 
lenburg the railroads were in private possession of the reigning duke. 
The Main-Neckar Railway, from Frankfort to Basel, was owned 
jointly by three states, Baden, Hesse, and Prussia. These were the 
most important railroad groups.? It will be observed that state 
ownership, on the whole, predominated, but that privately owned 
railroads were to be found in the largest and most prosperous Ger- 
man states. 


Arguments For and Against Private Railroad Operation 


It was after the Franco-Prussian War that the question of state 
versus private management of the German railroads was raised in 
such a way as to compel something like a general conclusion. The 
debate was most vigorously conducted at this time in the state of 
Prussia, where privately owned railroads were most numerous. There 
were those who believed in private operation for Prussia, and who 
urged at least a continuance of the mixed system which had char- 
acterized the Prussian network for many years; and there were 
those also who were convinced that the German railroad system could 


1A convenient compilation of German statutes is the Handbuch der Gesetzgebung in 
Preussen und dem Deutschen Reiche, edited by Graf Hue de Grais (Berlin, 1906). 
Volume xix, compiled by K. Fritsch, contains the railroad laws. Treipel, Heinrich, 
Die Reichsaufsicht (Berlin, 1917), and works therein cited contains a useful discussion 
of constitutional provisions in Germany relating to railroads during the period prior 
to 1919. It may be said that imperial statutes regarding matters discussed in the 
text are largely based upon conclusions arrived at by the German technical railroad 
association known as the “Verein Deutscher Eisenbahnverwaltungen.” 

2 Kech, Geschichte der Deutschen Eisenbahnpolittk, 1911. 
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not remain half state owned and half privately owned, but must pass 
unreservedly and entirely under government control. 

The argument for private operation was, in 1870, that private man- 
agement was more skillful and enterprising than state management, 
and that the German private railroads, in particular, had given evl- 
dence of their competence by their responsiveness to local necessities, 
and by the adequacy with which they had met the transportation 
needs of the districts which they served. 

On the other hand, the advocates of government ownership called 
attention to the wastes of competitive and speculative railroad con- 
struction, to the confusing variety of tariffs in force, to the incon- 
venience of shipping over private lines when more than one company 
was concerned, to the cost of keeping track of freight cars and of 
returning them to their owners, and to the high rate of interest paid 
by private companies as contrasted with the low interest rates 
secured by the state. These were not all of the arguments presented 
to the Prussian Parliament in 1879, but they were considerations 
which had weight, and they supplied a large part of the theoretical 
basis for Prussian policy during the next ensuing year.? 


Government Buys the Private Lines in Prussia 


The state purchase of railroads in Prussia was not a single oper- 
ation, carried through at a single time, but rather a series of suc- 
cessive, independent transactions, authorized by different laws.? 


1See Die Erwerbung der Deutschen Etsenbahnen durch das Reich (Berlin, 1876). 
Mention should also be made of influential speeches by Leopold Lasker in the Prussian 
Lower House on January 14 and February 7, 1873, and to the report of a Parliamentary 
committee which grew out of them. Lasker denounced certain officials in the ministry, 
whom he accused of using their official position to secure railroad concessions for them- 
selves (Lasker’s Rede gegen Wagner und tiber des Etsenbahnkonzesstonswesen in Preussen 
Berlin, 1873). The Parliamentary committee of investigation, after fifty-six sittings, 
declared that it could not avoid the conclusion that sound policy required the union 
of all railroads in the hands of the state as the ultimate goal of public policy. Among 
still other reasons for government ownership not mentioned in the text may be listed 
the desire of the government to use the railroads in a positive way for the development 
of German industry. Simon Sterne asserts that a minor motive was the wish to find 
appropriate occupation for army officers retired in the course of a contemplated army 
reorganization (Quarterly Journal of Economics, July, 1887, p. 453). 

* The critical piece of legislation was the Act of December 20, 1879, providing for 
the purchase of the Berlin-Stettin, the Magdeburg-Halberstadt, the Hannover-Alten- 
bekener, and the Kéln-Mindener railroad companies by the exchange of state obliga- 
tions for outstanding capital stock. The reason why this particular law is to be con- 
sidered important is that it provided occasion for an elaborate debate in which the 
advocates and the opponents of state ownership expressed their views, and, also, that 
it enabled Minister von Maybach to measure the support which his measures could 


command. (See Jungnickel, Friedrich, Staatsminister von Maybach, Stuttgart and 
Berlin, 1910.) 
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Most of the acquisitions of the Prussian government occurred, how- 
ever, between October, 1879, and April, 1884. Taken year by year, 
the purchases were as follows: 


PRIVATE RAILROADS PURCHASED BY THE PRUSSIAN GOVERNMENT 


Mileage 

acquired 

Year (Miles) 
LOD ate (aS tase RES ee eka ts tere ee RTE Mice itis wees 21F05 
ISA Oeses tele, CRC EU SC OC ae ecth hoy Dee ea eae ee 138.90 
LAS 7O) Mein aca ea he Rie wen ya ser eewen ne mete cieeer see ¢ 2,090.06 
IBeNoLO) re Repack gate hen Wramtohton St aa Ok, ae ee ee eee DOL 7.05 
LS OL mre Serer ee TI aE eee an 1,954.39 
LO OA AERA Aah deere, hee RMR eh nee eR ans 2,339.93 
MS OS ceeeehe cova; 2 NS arabe eet een GUN Seen hd Baten aes 588.82 
I eho} 7 Fae chs ey ore aiciea Cs Oe Mate Roe aia oer ae 325.94 
TS 6 Okeerueaet st. cheno, eee te od Mac PwERe Crowne 2 CUNT Sha ele 7/ 
THEXSY Oy rarest sie ANS, tt Falta ih a dca es PSD or ale Bore 278.24 
Wo) 21 OS amie eae ee ACER an oer See 8,803.65 


During the period between 1879 and 1890, Prussia incurred an 
expense of 4,147,857,050 marks for the purchase of railways. Of 
this, approximately one-half, or 1,998,697,350 marks, took the form 
of the assumption by the state of responsibility for the repayment 
of outstanding railway obligations, and most of the rest, or 1,995,- 
079,900 marks, consisted in the exchange of state securities for rail- 
way stock. Only the very moderate sum of 154,079,800 marks was 
paid in cash.? 


Distribution of Railroad Ownership Before and After State 
Purchases 


The effect of state purchase upon the distribution of railroad own- 
ership in Prussia may be most clearly seen if we consider the facts 
relating to the main-line railroads, concerning which statistics are 
most readily available, and exclude the secondary lines which are 
included, with the primary ones, in the table of state purchases just 
presented. If we do this, we find that on April 1, 1879, 3,321 miles 
of main-line railroads in the State of Prussia were state owned, and 
2,375 miles more were state operated, as against a privately owned 
and operated system of 4,870 miles, or a proportion of 31 per cent 


1Leyen, A.v.d., “Die Durchftthrung der Eisenbahnverstaatlichung in Preussen,” 
Archiv fiir Eisenbahnwesen, 1890, p. 578; Fochier, Emmanuel, L’eplottation des chemins 
de fer par l'état en Allemagne, Paris, 1901. The book value of the private railways 
taken over was 3,666,837,400 marks. 
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state owned, and 54 per cent state operated. On April 1, 1884, 9,545 
miles of the main-line railroads in Prussia were state owned, and 
295 miles more were state operated, as against a private system of 
1,131 miles; or a proportion of 87 per cent state owned and go per 
cent state operated.? 

Still later, on April 1, 1891, the state-owned lines amounted to 
10,775 miles out of a total of 11,270 miles in Prussia, or a propor- 
tion of 96 per cent. A change from a condition in which the State 
of Prussia owned 31 per cent of the main-line railroad mileage within 
its boundaries to one in which it owned 96 per cent of this mileage, 
clearly represented a change in policy of a radical and decisive sort. 


State Ownership Outside of Prussia 


Meanwhile, Bavaria in 1875, and Saxony from 1876 to 1881, had 
purchased most of their remaining private railroads in order to 
consolidate their local position against imperial aggression. Private 
railroads continued in Hesse until the conclusion of the agreement 
of 1896, when Prussia took over the operation of the Hessian lines. 
Yet Hesse was a small state, and after 1891, the great majority of 
railroad lines in every part of the federated German Empire, except 
in Hesse and in Elsass-Lothringen, were owned and operated by the 
government of the state in which they lay. We have thenceforward 
to speak of the state systems of Bavaria, of Saxony, of Baden, and 
of the rest, and not of private companies like those in France, Eng- 
land, and in the United States. 


Absence of National Railroad Control in Germany 


It is a rather curious result of the political history of Germany 
that while this country has been for many years a leading exponent 
of state ownership, she only recently gained her own consent to the 
nationalization of her railway lines. We have spoken of govern- 
ment ownership of railroads in Prussia, but if government owner- 
ship upon the Prussian plan had been adopted in the United States 
before the World War, we should have witnessed one state-owned 
railway system in New York, another in Pennsylvania, and another 
in Texas, or some forty-eight different operating units in all, many 

1The mileage referred to as state owned and operated included in both years an 
undetermined amount which is described in the official reports as operated on state 
account. This mileage may be properly included as part of the state system, as it 


was irrevocably committed to state management. : 
2 The railroads of Elsass-Lothringen were owned by the German Empire. 
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of them inferior in size to existing private systems, and most of them 
badly placed with respect to the receipt and delivery of traffic. An 
organization of this type is, of course, defective, and would not have 
been deliberately adopted in Germany any more than in other coun- 
tries, if it had not been for the existence there of strong local and 
self-conscious political groups. 


The Imperial General Railroad Office 


The history of attempts to create a national railroad, as distin- 
guished from a series of state owned railroad systems in Germany, 
covers a period of nearly fifty years.1 One of the first of these 
attempts consisted in the organization of an imperial railroad office. 
The law establishing this office was passed on June 27, 1873.2 It 
provided for a standing commission of undetermined size, which 
was to be appointed by the Emperor, and was to have general respon- 
sibility for the enforcement of constitutional clauses relating to rail- 
roads. Pending the passage of a general law, the commission was 
compelled to rely upon regulative bodies of the various German 
states for the enforcement of its orders against private railroad 
companies, and upon the Imperial Chancellor, when railroads belong- 
ing to the Empire were concerned. State-owned German railways 
could be coerced only in a “constitutional manner,” that is to say, 
by ultimate appeal to the Bundesrath. The ineffectiveness of this 
machinery is evident.? 


Failure to Enact a General Law 


After the creation of the imperial railroad office, it was proposed 
to pass an interstate commerce law in Germany, in order to interpret 
and to apply constitutional provisions relative to railroads, and to 
endow the imperial railroad office with real authority. Leyen thinks 
that Bismarck might have forced a railroad law through the Reich- 
stag if he had been willing to override a substantial minority of 
deputies, but says that action of this type was inconsistent with 
Bismarck’s political principles, and that constitutional questions 
probably would have arisen in any case which would have thrown 
the matter into the Bundesrath, where the proposal would have been 
beaten. 

1Leyen, A.v.d., Die Eisenbahnpolitik des Fiirsten Bismarcks. Berlin, 1914. 

2 Reichs-Gesebtlzatt, 1873, p. 164; see also Leyen, sup. cit., pp. 178-179. 


3 The imperial railroad office continued to exist until April, 1920, and rendered 
useful service of a minor sort. It never functioned as an effective agency of regulation. 
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Ownership of Railroads by the Empire 


Even before the definite failure of the project for imperial legis- 
lation in 1875, an alternative project was discussed that contem- 
plated the purchase of German railroads by the Empire. One reason, 
though perhaps a minor one, for opposition to the passage of a gen- 
eral railroad law, had been the fear of the effect of such legislation 
upon the finances of the state railroads; and the proposal for im- 
perial purchase was expected to conciliate opposition by placing the 
risk growing out of imperial regulation upon the imperial budget, 
not upon the budgets of the state railroads and thus ultimately upon 
those of the various states. 

The plan for imperial ownership was launched in 1875. It aroused 
great interest, and even led to the passage of an Act by the Prussian 
legislature on June 4, 1876, authorizing the transfer of Prussian 
state railroads to the Empire in return for a proper compensation. 
Bavaria, Saxony, and Wiirtemburg, however, refused to increase 
the strength of the central government by conveying their railroads 
to the Empire, and only Hesse positively signified her assent. Under 
these circumstances Prussia would not proceed, for by alone con- 
veying her railroads, she would have admitted all German states 
to a share in their control, without thereby creating a national 
railroad system on all parts of which she might have exerted 
influence. 


Codperation of Railroads in the Empire 


The failure of the project for an imperial railroad system in 1876 
was undoubtedly discouraging to the advocates of unified and co- 
ordinated railroad management within the German Empire. On the 
other hand, too much eclen must not be laid upon the purely 
formal side of interrailway relations in Germany, nor must it be 
supposed that the different state systems refused, after 1876, to co- 
operate with. one another merely because they were separately 
controlled. 


The factors which contributed to the standardization of railway 


‘The private railroads in Germany put themselves on record as opposed to an im- 
perial railroad system. They still believed, in 1876, that they could meet any standard 
of public policy which the government cared to impose upon both private and state- 
owned lines, and were willing to support the project for a general imperial railroad 
law. But they felt that they could not expect fair treatment if the Empire which 
regulated them operated railroad mileage of its own. The question was decided, how- 
ever, on political rather than on economic grounds, and the views of the private com- 
panies carried little weight. 
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practice in Germany prior to the World War were, first, the dom- 
inant position of Prussia; second, the activity of the Verein Deutscher 
Eisenbahnverwaltungen, an organization similar to our own Amer- 
ican Railway Association; third, the influence of imperial legisla- 
tion; and, lastly, the success of the various state administrations in 
agreeing upon a freight-car pool which, after 1909, enabled the cars 
of each state system to circulate upon the rails of other systems 
with a minimum of records, reports, and delay. 

It is not possible, in a rapid review of German railroad history, 
to consider the influence of these factors in detail, but they all 
clearly contributed to the organization of a system of transport which 
formed a codrdinated whole in many respects, although there still 
existed some differences in practice, and a good deal of jealousy 
between Prussia and the South German states. The effect of the 
World War was to strengthen the influences which made for national 
unity and to weaken those which worked for local independence, 
because the war stimulated a strong national self-consciousness and 
produced a vivid sense of the advantage, in an emergency, of unified 
control of a transportation system, as contrasted with segregated 
administration by a number of separated states. 


The Constitutional Convention of 1919 


When the German constitutional convention met, in 1919, it was 
perceived that the powers most necessary to a strong central gov- 
ernment were those over finance, defense, and transportation. It 
was proposed at the beginning that the powers over transportation 
to be exercised by national authority should be those of regulation 
and control; but the intention of the leaders went further than this, 
and harked back to something like Bismarck’s plan of 1875 for 
a railroad system owned and operated by the Empire. 

It is true that Prussia was at first reluctant to accede to such a 
scheme, as her old-time friendliness to the imperial railroad idea 
had yielded to a keen appreciation of the convenience of owning 
property which contributed each year large sums to her Treasury." 
Bavaria was also opposed, as she preferred a voluntary basis of 
unification, if independent railroad ownership was no longer pos- 
sible, which might enable her to secure concessions in return for 

1 Prussia’s objections were not entirely financial. She feared that surrender of the 
Prussian railroads would reduce her political influence in the Empire, and, also, that 
an imperial administration would support industry less generously and effectively 


than the Prussian railroad administration had done (Lagatz, “Zur Geschichte des 
Reichseisenbahngedankens,” Archiv fiir Eisenbahnwesen, 1920, p. 321). 


628 PRINCIPLES OF INLAND TRANSPORTATION 


the surrender of the exceptional position which she enjoyed under 
the constitution of 1871. Yet political necessities were too apparent 
to permit either Prussia or: Bavaria to resist. The constitutional 
committee of the Assembly reported in favor of a nationally owned 
railroad system. Prussia and Bavaria gave their assent, and April 
I, 1921, was set as the final date upon which the reorganization was 
to be accomplished. 


Provisions of the Constitution 


The German constitution of 1919 declared that the Empire pos- 
sessed power of legislation over railroads, inland waterways, motor 
traffic, and air traffic; it asserted that it was the duty of the imperial 
government to take title to the entire major railroad network of 
the country, and to administer it as a unified whole upon a self- 
supporting basis. 

The constitution and subsequent laws and ordinances considered 
together,! now transferred all the rights of the states with respect to 
railroads to the nation. The railroad system was to be run as a 
separate governmental unit, paying its own way and providing 
interest aa amortization charges upon the railroad debt. Income 
and expenses were, however, to be incorporated in the annual na- 
tional budget. Secondary railroads were to be subject to national 
control, but might be operated by private parties. This was the 
general outline os the system approved as part of the governmental 
reorganization in Germany which followed the conclusion of the 
war. 


Transfer of State Railroad Systems to the Empire 


As a matter of fact, the transfer of the German state railroad 
systems to the Empire took place on April 1, 1920, one year before 
the final date named in the constitution, because of the urgent need 
for unified operation to offset the scarcity of coal and of motive 
power, because employees demanded higher pay, and because state 
governments encountered difficulty in covering railroad deficits after 
the new constitution had limited their taxing powers. 

The terms of the transfer deserve somewhat careful attention. 
In taking possession of the various German railroad systems in 1920, 


1 Gesetz betreffend den Staatsvertrag tiber den Ubergang der Staatseisenbahnen auf 
den Reich. Vom 30 April, 1920. Reichs-Gesetzblatt, 1920, p. 773. See also Ver- 
ordungen betreffend Ermachtigung des Reichswerkehnaministers zur selbstandigen 
Erganzung und Anderung der Verordnungen, die den Bau, den Betrieb und den Ver- 
kehr der Eisenbahnen regeln. Vom 29. Oktober, 1920. hee p. 1859. 
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the Empire concluded agreements with the governments of Prussia, 
Bavaria, Saxony, Wirtemberg, Baden, Hesse, Mecklenburg- 
Schwerin, and Oldenburg, under which it took over the entire rail- 
road systems belonging to these states in return for a payment upon 
one or the other of the two following bases: 

a. The cost of construction as of March 31, 1920, increased by 
the sum of the deficits incurred from 1914 to this date; or, 

b. The sum of the cost of construction as of March 31, 1920, and 
the capitalized earning value of the system purchased, divided by 
two, and increased by the sum of the deficits incurred from 1914 
to March 31, 1920, as in the preceding case. 

If we may indicate deficits by the letter (a), cost of construction 
by the letter (b), and earning value by the letter (c), then the alter- 
b+e 
a 
earning value itself was calculated by multiplying average net re- 
ceipts from 1919 to 1913 by 25.1 


native formulas were a + b anda ae ). It may be added that 


Purchase Price and Method of Payment 


Actually, the purchase price finally amounted to the following 
Sums) 


Amount 
Item (Billions of marks) 
Westie noma COOUNE sora oe ow auslen to tale ean Mice ces 21.52 
Additions to cost of road on account of improvements and 
additions not hitherto charged to cost of road.......... casi! 
Additions through operation of clauses relating to earning 
RCA Sipe Beil tediee st career pre a AMG rs Nar a rah yay se nemeeee Pape 57h! 
DCH CI ES Per atte eerie As oon eae ee ton 6.40 
MG tal Meme nc ee Gee Sera. ceck,k Saat rie tet otens 39.00 


Inasmuch as very large sums were involved, it was desirable to 
find a means of payment which should disturb the market as little 


1See the excellent account of the process of imperial purchase in Sarter, Adolf, 
“Die Reichseisenbahnen,” sup. cit. The language used in the purchase agreements 
required, of course, much interpretation. Saxony, Wtirtemberg, and Mecklenburg- 
Schwerin elected alternative (a); Prussia, Bavaria, Hesse, and Oldenburg elected 
alternative (b); Baden elected alternative (a) for the lines which she herself operated, 
and (b) so far as her share in the Main-Neckar Railway was concerned. 

2 Geschiftsbericht der Deuischen Reichsbahn tiber das Rechnungsjahr 1920, pp. 4-5. 
The items added to cost of road on account of improvements included expenditures 
out of earnings, expenditures out of state funds not charged to the state railways, gifts 
of land or transfers of lands from other state departments or outside parties, and 
discounts on state loans for railroad purposes. 
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as possible. The national government therefore assumed the float- 
ing debts of the various states as of March 31, 1920, and credited 
the amount of these debts against the payments due the states. 
Beyond this, the states were permitted to require the national gov- 
ernment to take over their entire funded debts also, whether or not 
incurred for railroad purposes. The difference between the agreed 
price of the railroads and the debts assumed was itself funded, at 
4% per cent in the case of railroad systems transferred upon a cost- 
of-road basis, and at 4 per cent in the case of other systems.* In the 
case of a state which did not exercise its option to require the as- 
sumption of its funded debt, the national government provided the 
whole of the transfer price less allowance for floating debt, while 
the state government remained responsible for its own obligations. 
There seems to have been no great difficulty over these arrange- 
ments, and agreements were rapidly made. 


Imperial Authority Over Private Systems 


Finally, the Empire assumed, in 1919, full control over private 
railroads, as well as over the state railroads that were transferred 
to it for a consideration. The constitution of I919 vested in the 
Empire instead of in the states the right of eminent domain, and 
of sovereignty in the railroad field. The latter phrase implied tariff 


1 The accounts of the Reichsbahn show that 16.9 billion marks of state floating debts 
were taken into the budget for the year ending March 31, 1921. Prussia, Hanover, 
Bavaria, Saxony, Baden, Hesse, and Mecklenburg-Schwerin exercised their option to 
transfer their funded debts to the Empire. The amount involved was 15,225,386,637 
marks. Wtirtemburg and Oldenburg did not transfer their debts, although they 
applied for and obtained an imperial guaranty on 949,464,550 marks. Minor details 
relative to the transfer of state property to the Empire were still pending as late as 
March, 1923. See especially Geschdftsbericht der Deutschen Reichsbahn tiber das Rech- 
nungsjahr 1920. The law relating to the transfer of funded debts is printed in the 
Reichs-Gesetzblatt, 1922, p. 693. 

It is to be observed that the debts of the states were transferred to the Empire, not 
to the imperial railroads, and this was necessary because the railroads had no funded 
debt of their own. The railroad budget was charged, however, with interest on and 
amortization of the state indebtedness, as well as with interest on what was called the 
Restkaufgeld, consisting of the difference between the total purchase price and the sum 
of the funded and floating debts which the Empire assumed. The state funded debts 
were not passed through the accounts of the imperial railroads. The floating debts 
of the states were charged, as has already been said, as an extraordinary expense in 
the railroad budget of 1921, offset by an extraordinary income from loans. The 
loans referred to in this connection were imperial, not railroad, loans, but in the follow- 
ing year interest and amortization on imperial obligations issued in the course of the 
assumption of floating indebtedness were charged against ra‘lroad income just as 
interest and amortization on other government indebtedness incurred for railroad pur- 
poses was charged. The progressive inflation of the German currency during these 
years makes it difficult, however, to follow particular items through the accounts. 
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control, the right to grant or to withhold permits to build, to deter- 
mine the character of railroad construction, and to supervise con- 
struction, operation, and management, the right of police, and, lastly, 
the right of condemnation for state purposes. Henceforth the su- 
preme power was to lie with the national, not with state, govern- 
ment, although the former might, conceivably, still transfer to the 
latter such of its functions as it desired to delegate. 


Agitation for Private Ownership of Railroads in Germany 


Shortly after the transfer of the state railroad systems in Ger- 
many to the Empire, certain elements in Germany expressed the 
view that the railroads of the country should be cut loose from the 
necessities of national finance. 

The extreme position, taken by the Association of German Indus- 
tries in 1921, was that the imperial railways should be separated 
from the state and placed in the hands of a private company. This 
view was supported by a vigorous criticism of the service which the 
state railroads had rendered during the war, and by the argument 
that private operation would bring with it improved methods and 
policies, and a better spirit on the part of the railroad personnel. 
The memorandum published by the association called forth an elab- 
orate reply from a committee organized by the Ministry of Rail- 
roads, as well as a considerable amount of private discussion. In 
the end, the agitation for private ownership did not prevail.t 


The Emergency Ordinance of February 12, 1924 


The German government was itself disposed, however, to with- 
draw treasury support from the imperial railways, and at the same 
time to grant them as great independence in operation and finance 
as was possible under the constitution of 1919, although it by no 
means favored the transfer of government property to private in- 
terests. Beginning November 15, 1923, it accordingly cut off the 
subsidies which it had furnished during three of the four preceding 
years, and three months later it issued the so-called Emergency 
Ordinance of February 12, 1924. 

This ordinance declared the imperial German railways to be a 

1The documents in the debate include (1) “Die Deutsche Eisenbahnfrage,” (Kar 
Siegismund, Berlin, 1922); (2) “Staatsbahn oder Privatbahn” (Verlag fir Politik und 
Wirtschaft, Berlin, 1922); (3) Spiess, W., “Der Kampf um der Eisenbahnen” (Frank- 
furt, 1922). See also articles opposing the transfer of the state railroads to a private 
company by Leyen (Bank Archiv, vol. xxi, no. 15, 2 May, 1922), Hoff (Zeitung des 
Vereins Deutscher Eisenbahnverwaltungen, vol. lii, no. 17, 1922), and von Breitenbach 
(Tageszeitung, 30 May, 1922). 
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legal personality, with power to make agreements, incur debts, and 
own certain kinds of property separately from the German govern- 
ment, and to operate independently of the imperial administration, 
The practical effect was to emphasize the obligation of the state 
railways to provide funds for their maintenance and development 
from their own revenues and by the use of their own credit, in ac- 
cordance with the terms of the constitution,of 1919. At the same 
time the railways were liberated from the state budget, which meant 
that they were no longer obliged to seek budget ar eon for 
their ipa and to pay over their revenues to the Empire, but 
were obliged only to deliver their surplus receipts to the imperial 
government—a much more independent position. 

These definitions or grants of power were, it is true, qualified by 
the fact that title to the German railway system remained in the 
imperial government,! that the Minister of Transport held the posi- 
tion of chief of the imperial railways, that the debts of the rail- 
ways could be increased only after previous conference with the 
Minister of Finance, that changes in rates required government 
approval, and that, as has been said, net earnings were payable to 
the state.2. It is not certain what the ultimate result of this cautious 
balancing would have been, yet it is at least possible that it might 
have marked the beginning of advantageous changes in the admin- 
istration of the German railway system, if time could have been 
allowed for a gradual development. In practice, the ordinance had 
little effect, as it was superseded on October 11, 1924, by the more 
comprehensive change in organization to which we will now turn. 


Treaty of Versailles and the Dawes Plan 


The Treaty of Versailles pledged the entire property of the Em- 
pire as security for the payment of reparations. In January, 1923, 
the French and Belgians occupied the Ruhr, in an attempt to collect 
war damages which the Germans were disinclined to pay. In order 
to induce them to withdraw the German government offered, among 
other things, to pledge the imperial railroad system for the repay- 
ment of an issue of to billion gold marks, or 2% billion dollars, in 
5-per-cent obligations. This was the situation late in 1923, when Sir 
William Acworth and M. Leverve were called in to advise the Dawes 
Commission, and the German offer was perhaps one of the circum- 
stances which suggested to these experts the designation of the 


1 Except for cash and supplies, which became the property of the railway. 
2Sarter, Adolf, “Die Umwandlung der Deutschen Reichsbahn,” Archiv fiir Eisen- 
bahnwesen, 1924, p. 201. 
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German railways as a source from which reparations obligations 
might be met. In any case, the commission’s memorandum of April 
9, 1924, made three general proposals affecting German railroads: 

1, That the German rail properties be mortgaged to the extent 
of rr billion gold marks, and that the bonds be turned over to a 
trustee appointed by the Reparations Commission. 

2. That the greater part of the proceeds of a transportation tax, 
first levied by Act of April 8, 1917, be devoted to the payment of 
reparations.? 

3. That the railroad system be transferred to a private corpora- 
tion, managed by a board containing a strong foreign element. 

4. That the holders of railroad bonds be protected by a foreign 
commissioner.” 

It will be observed that these proposals were not designed to 
improve the efficiency of railroad operation in Germany, nor to sep- 
arate the carriers from the state in order to protect railroad revenues, 
as earlier reforms had sought to do, but that the railroads were re- 
garded simply as an asset which might serve as security for some 
form of promissory note without intolerable interference in the busi- 
ness or social or political life of the German nation. For its part, the 
German Imperial Government approved the proposals in principle, 
because it recognized that concessions must be made, and the state 


1 Reichs-Gesetzblatt 1977, p. 329. This war tax was at the following rates: 


Passenvemticketss inst iclasss mh tererscie ne eels sree 16 per cent 
DECOM CUCLASS ny mtorleeaarueter mee aetiors ore ae eae 
lsc lassh meet nest cremerstete er cet Toso S 
ounthtelassmeres ersten attests Lows? ve 

ESATO CE Fae Tee Peer es er etn re acene oor ae Senne 12's 9 

Breihie(except coall)jsanascsa ceo 6 sre scm < aeons i aa 


The experts proposed, and the Dawes plan provided, that the proceeds of this tax 
for the year ending August 31, 1925, should be permitted to go to the Empire. In 
the following, or second reparations year, 250,000,000 gold marks were to be paid 
out of the tax yield to the agent for reparations payments, and the balance was to be 
delivered to the German Imperial Government. In the third and subsequent years, 
290,000,000 gold marks were to be paid to the reparations agent, and the balance 
to the Imperial German Government. 

Actually, the entire proceeds of the tax are paid by the railroads to the Imperial 
Finance Minister, who in turn pays 22,500,000 marks every month to the agent for 
reparations, and adds to this, if the receipts permit, a thirteenth monthly payment 
at the end of the year, bringing the sum made available for reparations up to the 
stipulated 290,000,000 (Report No. 4 of the Railroad Commissioner, 20 November, 
1926). 

2Sarter, Adolf, Die Newe Deutsche Reichshahn-Gesellschaft, Berlin, 1924; Homberger, 
“Die Deutsche Reichsbahn-Gesellschaft und ihre Finanzen,” Archiv frir Eisenbahn- 
wesen, 1925, p. 1; Annual report of the Deutsche Reichsbahn-Gesellschaft for the year 


1925. 
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governments waived certain rights of objection which they possessed 
for the same reason. 


The New German Imperial Railway Company 


The law carrying the Dawes plan into effect in so far as it affected 
German railroads was passed by the Reichstag on the 3oth of 
August, 1924." 

The first and most striking feature of the law was the creation 
of a huge railroad corporation, to be known as the “Deutsche Reichs- 
bahn-Gesellschaft,” or “German Imperial Railway Company.” This 
was an operating, not an owning, company, to which the Empire 
conceded the exclusive right of operating the imperial railroads until 
December 31, 1964, or longer if at that date outstanding repara- 
tion bonds and preferred stock had not been discharged, repur- 
chased, or repaid. 


Mortgage Bond Issues 


The new company was to issue the following securities: 

1. Mortgage bonds to a nominal amount of 11 billion gold marks. 
These bonds were to be put out at once, they were to be secured 
by a first mortgage on all railway lands, rolling stock, and movable 
property belonging either to the Empire or to the company, they 
were to bear § per cent interest, and they were to be retired 
through the operation of a sinking fund of 1 per cent per annum.” 


1The Acts and agreements by which the plan of 1924 were made effective were the 
following: (1) Gesetz tiber die Deutsche Reichsbahn-Gesellschaft, vom 30 August, 
1924 (Reichs-Gesetzblatt, 1924, p. 272); (2) Satzung der Deutschen Reichsbahn-Gesell- 
chaft (idid., p. 281); (3) Gesetz ber die Personalverhaltnisse bei der Deutschen Reichs- 
bahn-Gesellschaft (i4id., p. 287); (4) Law agreeing to the Protocol of the London Cenfer- 
ence (ibid., p. 289); (5) Final Protocol, dated August 16, 1924, and signed by representa- 
tives of the various European governments interested, announcing the acceptance 
of the plan presented to the Reparations Commission on April 9, 1924, by the Commit- 
tee of Experts (ibid., p. 290); (6) Agreement between the Reparations Commission and 
the German government, under which the latter promised to take all appropriate 
measures for carrying the experts’ plan into effect (idid., p. 294). 

It is evident from this enumeration that the present organization of the German 
railroads is not a simple Act of the German parliament which that body can repeal, _ 
but that it is based upon international agreement. 

? The annual payment by the company for the service of the bonds was limited, the 
first year, to 200 million gold marks; for the second year, to 595 million gold marks; 
for the third year, to 550 million gold marks, and for each subsequent year it was set 
at 660 million gold marks, or the 5 per cent plus 1 per cent referred to in the text. The 
large payment for the second year, that ending August 31, 1925, included a sum of 
130 million gold marks which the company was expected to earn during the first year, 
but which it was not compelled to pay until the second. Allowing for this deferment, 
the amounts which the company was expected to charge against its income year by 


THE RAILWAYS IN GERMANY 635 


The mortgage bonds were to be turned over to a trustee ap- 
pointed by the Reparations Commission.!. There was no counter 
payment, because the consideration for the bond issue was the can- 
cellation of a national political debt, not the receipt of cash or prop- 
erty as in the case of an ordinary loan transaction. Interest and 
sinking-fund payments were guaranteed by and could be collected 
from the Empire, in case of company default. On the other hand, 
the company might redeem bonds more rapidly than at the rate 
of I per cent per annum if its net revenues permitted.? 

It was contemplated that the Reparations Commission might sell 
the railroad first mortgage bonds to investors, and for this purpose 
the Commission was authorized to require their issue in any denom- 
ination that it desired, or to have them divided into different classes 
with different rights as to priority of charge, rate of interest, or 
repayment of capital, provided that the company’s liabilities were 
not increased; the marketing of the bonds was, however, the affair 
of the Reparations Commission, not that of the company or of the 
German government. 


Preferred Stock 


2. Preferred stock to an amount of 2 billion gold marks. This 
stock was to carry the right to a cumulative preferential dividend, and 
was to be redeemed before the termination of the concession. The 


year followed a regular progression of 330 million, 465 million, 550 million, and 660 
million gold marks (Fourth Report of the Railroad Commissioner, 20 November, 
1926, p. 6). 

1This was the commission charged with the supervision and collection of German 
reparation payments growing out of the World War. 

2 It is obvious that the ordinary processes of foreclosure were of doubtful value in 
case of default upon the imperial railroad bonds. The real protection for the bona- 
holders lay in the powers of the Railroad Commissioner, to be later described, and in 
the fact that the Dawes plan provided for the appointment of a Commissioner of Con- 
trolled Revenues, to whom was to be paid the entire receipts from alcohol, tobacco, 
beer, sugar, and customs taxes. Normally, after deduction of certain fixed sums for 
reparation purposes, it was the duty of this commissioner to hand over the balance 
of these tax receipts to the German government. But if the railways failed to make 
their due payments, and if the government failed to meet its guaranty, then the Com- 
missioner of Controlled Revenues was empowered to intercept out of the tax receipts 
otherwise payable to the government, whatever sum was required to make up the full 
quota of the railway obligation (Annex No. 4 to the Report of the First Committee of 
Experts. Concession of the Working of the German Railways to a Company.  Ar- 
ticle V, Enforcement of Government Guarantee. See also Sir William Acworth, in 
Railway Age, November 1, 1924, p. 800). 

3 Any series of preference shares might be called by the management at the begin- 
ning of the sixteenth year after issue, or earlier if all reparation bonds had been earlier 
amortised or acquired. The redemption price for shares called within twenty-five 
years from the time when the company began to operate, was set at 120 per cent; that 
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conditions of issue were to be fixed by the company, and might 
differ for different series of shares, except that shares could not be 
sold at less than par, nor a higher dividend than 7 per cent be fixed 
without the consent of the German government. In practice, the 
rate of 7 per cent has been applied. 

Unlike the reparation bonds, preference shares were to be sold 
on the market by the company itself, and three-quarters of the pro- 
ceeds were to be for company use. The other quarter was to go to 
the German government, which might demand that at least this frac- 
tion, or 500,000,000 marks, be sold during the first two years and 
the entire proceeds turned over to the Empire.t. The purpose of 
this reserved right was to enable the government to have recourse 
in part to the preference shares for payment of reparations to the 
Allied governments during the second reparations year. 

Holders of preference shares were to be represented upon the 
Board of Management, as will presently be explained. They were 
also to be entitled to a supplementary dividend over and above their 
cumulative dividend equal to one-half of any dividend which might 
be declared upon the common shares. 


Common Stock 


3. Common stock to an amount of 13 billion marks. This stock 
was to be registered in the name of the Empire, or, if the Empire 
requested, in the name of a German state. In the latter case it 
was to serve as liquidation of the unpaid balance due certain Ger- 
man states, on account of the transfer of their railroads to the 
Empire in 1920. Generally speaking, however, the common stock 
was valueless, and its possession only of speculative importance. 
This was because it carried no right to redemption, and no voting 
privilege, while its prospects of a dividend consisted only in the 
right of its holders to demand two-thirds of any sum distributed after 
interest and sinking funds upon the first mortgage bonds, dividends 


for shares called during the next ten years at 110 per cent; and that for shares called 
after thirty-five years had passed, at 100 per cent. 

1 Up to the end of 1926, 881 million marks of preferred stock had been issued. The 
first 500 million of these were delivered directly to the imperial government, because _ 
of the impossibility of selling them on reasonable terms. Of the remainder, the Im- 
perial Finance Minister has subscribed to, and holds, 252.5 million marks, and the 
Imperial Post Office 27.5 million marks. The intention of the Dawes Commission 
has not, therefore, been fulfilled, in so far as public sale of the preferred stock is con- 
cerned. The company has, however, the option of buying shares back from the 
imperial government at the price of issue within five years from the date of issue, and 
will presumably make use of this privilege, if market conditions warrant. 
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upon the preferred shares, and reserves for extraordinary expendi- 
tures and for the redemption of the preferred stock had been set 
aside. 

From the point of view of the authors of the Dawes plan, the 
separation of the German railroad system from the state, and its 
establishment as a distinct legal entity, unaffected by the financial 
necessities of the German government, was essential to the use of 
the German railroads as security for reparation payments, while 
the issue of railroad bonds, and, to a less degree, of preferred stock, 
provided a convenient machinery through which railroad earnings 
could be conveyed to the creditors of the German Empire. There 
remained, however, also the question of the management of the new 
railroad corporation so suddenly set up. It seemed evident that a 
hostile railroad administration could defeat the purpose of the elab- 
orate financial organization just described by lowering or by failing 
to raise rates, or by indulging in extravagant expenditure until the 
German Imperial Railway became unable to pay interest upon the 
reparation bonds. 

Sir William Acworth put the matter bluntly when he said that the 
German state, which had traditionally regarded the development of 
German industry and trade as its first amy, and had relegated the 
earning of a reasonable return on capital to the second nee could 
not be expected so to manage the railways as to earn all the net 
revenues which might reasonably be earned. 

Upon the other hand, the experts who elaborated upon the Dawes 
plan had no desire to iaeerites unnecessarily with the operating or- 
ganization of the German railways, nor to undo the work of con- 
solidation accomplished by the Weimar constitution of 1919 and by 
the consequent railroad agreements of 1920. The compromise finally 
arrived at may be described as follows: 


Board of Management 
The German Imperial Railway Corporation differs from the ordi- 
mary private corporation under German or American law, in that 


1 The fact is to be emphasized that the common stock carried no right to redemption 
and that, therefore, the company was not obliged to accumulate a reserve to liquidate 
this stock at the time of the expiration of the company’s concession. This circum- 
stance has a very important influence upon the revenue which the company has 
annually to procure, and the rates which it has to ae Stock of the character 
here described is known in Europe as “Genusscheine,” “Actions de j Jouissance. s 

The total bond and share capital of the Imperial Railw ay Company, amounting to 
26 billion marks, was approximately equal to the items “cost of road,” and “improve- 
ments and additions’’ accounts which formed the principal basis for the price paid 
by the Empire to the German states in 1920. See p. 629. 


638 PRINCIPLES OF INLAND TRANSPORTATION 


its stockholders never meet. The governing body, subject to the 
law and to the company charter, is a “Board of Management,” con- 
sisting of eighteen members,, including a president, who must be of 
German nationality. Half of the members of the board are ap- 
pointed by the government of the Empire, and half by the trustees 
representing the reparation board. The trustee half must contain at 
least four foreign members.'| When the reparation bonds have been 
redeemed, the members until then appointed by the trustee will 
be replaced by members chosen by the government. Four of the 
seats on the board filled by appointees of the government are to be 
assigned to the holders of preference shares, in such manner that 
for each 500 million preference shares issued, one representative of 
these shares is entitled to a seat on the board. The board is to 
determine the manner in which the representatives of the preference 
shares are to be chosen, but the individuals selected must be of 
German nationality.” 

It is this Board of Management which combines the functions 
of the stockholders’ meeting and of the board of directors of an 
ordinary undertaking, appointing the principal executive officers of 
the company, regulating salaries and wages, approving the company 
budget, and, generally, deciding questions of principle affecting the 
conduct of the company’s affairs.? Its principal limitation, as com- 
pared with a stockholders’ meeting, is that it cannot change the 
by-laws of the corporation. The directorate mentioned in the com- 
pany statutes as subordinate to the board of management is not a 
second “board,” as its name might imply, but rather consists of the 
chief executive officer of the company, together with certain of his 
departmental heads, and has no authority except that conferred by 
the company’s own staff regulations. 

1 The four foreign members exercise special functions as follows: (1) They elect the 
Railway Commissioner (see p. 639); (2) at least two foreign members must consent 
before the corporation may issue any evidences of indebtedness other than the repara- 


tion bonds; (3) there must be at least one foreign member on the labor committee of 
the Board of Management. 

? When at least three preference shareholders have been appointed, the chairman 
will be selected from among them. The whole of the eighteen members are required 
to be either business men of experience or professional railway men. No member of 
any legislature or of any government, whether federal or state, is eligible for appoint- _ 
ment. The normal term of office of a member of the board is six years, and he is eli- 
gible for reappointment. The chairman of the board is elected each year by a three- 
quarters majority. A similar majority is required for the selection or recall of the 
chief operating officer (the Director-General), and for the issue of evidences of indebt- 
edness other than the reparation bonds. 


* The Director-General is elected for a period of three years. He must be of German 
nationality. 
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Railway Commissioner 


In addition to the Board of Management, the company statutes 
provide for another officer known as the Railway Commissioner. 
This person is selected for three years by majority of the foreign 
members of the board of management. The Commissioner may take 
part in the meetings of the board, but has no vote. He has, how- 
ever, complete authority to inspect and to call for reports and 
statutes, and he may bring to the attention of the board any meas- 
ures which he thinks likely to endanger the interests of the holders 
of the reparation bonds. Such things are within his routine powers. 

If, however, the company passes its interest payment at any in- 
terest date, then the Railway Commissioner’s powers are suddenly 
increased. He may now (1) require the removal of the Director- 
General; (2) terminate expenditures which he considers unjus- 
tifiable; (3) order tariffs to be increased to the levels which he 
thinks reasonable. In the event that defaulted interest is not made 
good within six months, the Commissioner may even take over the 
operation of the railway, and in the last resort, after a decision by 
an “arbitrator,” he may lease the railway, in whole or in part, to 
third parties. ‘This authority appears to go to the utmost possible 
limit in protecting the interests of the foreign bondholders; and, 
thereby, the continuity of reparations payments in so far as the Ger- 
man Railways are concerned.? 


Law of 1924 Subject to the Constitution 


The provisions of the law of August 30, 1924, concerning the 
German Imperial Railway Company, and the statutes of that com- 
pany itself are of first-class importance, because they determine the 
financial and administrative organization of the German state-owned 
railroads. The law of 1924 did not, however, supersede the con- 
stitution of 1919, and it is to be interpreted in harmony with consti- 
tutional provisions. It follows that the imperial government still 
reserves the right of regulation and control over both private rail- 
roads and over the German Imperial Railway Company, although 
in accepting the Dawes plan it has committed itself to certain policies 
and conferred certain powers which cannot be changed without the 
consent of the nations to which the credit of the state is pledged. 


1 Disputes between the company or the German government on the one hand, and 
the reparations commission or the trustee or the railroad commissioner on the other, 
are to be decided by an arbitrator. The arbitrator is to be named by the president 
of the World Court, and if either of the interested parties request, he must be a national 
of a neutral country. 
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The actual extent of the authority which the German government 
proposes to exercise over private railroads was laid down in the law 
of January 3, 1920,! pursuant to Article XCV of the constitution. 
That relating to the Imperial Railway Company is contained in the 
law of August 30, 1924. Inasmuch as the Imperial Company oper- 
ates substantially all railroads of general interest in Germany, our 
discussion will be limited to the regulatory powers of the state over 
the property of this undertaking. 


How Far the Imperial Railway Company Is Subject to 
Regulation 


The rights of control which the government reserves to itself over 
the Imperial Railway Company are stated in the Act of 1924 as 
follows: 


1. Right to require information. The government may re- 
quire the company to furnish all information of a financial nature 
and, within the limits of its rights of supervision, all informa- 
tion of a technical and administrative nature, provided that 
the company is caused no unnecessary expense. This right is 
more limited than the corresponding authority in, for instance, 
the United States, as it does not imply unlimited authority to 
examine the company’s books. The only books of account to 
which the government has access are those concerning the bal- 
ance sheet and profit-and-loss accounts which are kept at the 
main office of the company. It is doubtful whether a company 
may refuse information upon the ground of expense, but the 
government may, under some circumstances, be called upon to 
reimburse the company for the expense involved in supplying 
certain data. 

2. Operation, ‘The government reserves the right: (a) to 
insure that the Imperial Railways are maintained and operated 
in a manner consistent with safety and public convenience; 
(b) to approve the permanent closing for traffic of a line or of an 
important station, or the introduction of new appliances upon 
an important scale, such as the extension or restriction of elec- 
tric traction, or changes in the system of train protection; (c) 


to approve the abolition of any of the existing classes of pas- 
senger vehicles, 


1 Reichs-Gesetzblatt, 1920, p. 13. 
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3. Rates. The government has a limited control over rates. 
It may approve or disapprove alterations in the methods of 
tariff application presented in the general tariffs, classifications, 
etc., and also the introduction, alteration, or withdrawal of in- 
ternational or exceptional tariffs or of any other special con- 
cessions in rates. It may call for a reduction in tariffs or any 
other change in tariff provisions which it considers necessary 
in the interest of national economy, provided that it does not 
prevent the company from earning a net return adequate to 
meet its obligations. If the company objects to a change or 
to a reduction, the question is referred to arbitrators, or if the 
company neglects to assert its rights, the Railway Commissioner 
can invoke arbitration. 

4. Construction. ‘The construction of new lines, the purchase 
of existing lines, and the conversion of a secondary line worked 
by the company into a main line, or vice versa, require the 
consent of the government. The government may require the 
company to build new lines of general interest, but if the com- 
pany thinks that the new lines will not be profitable, or that 
they will compete unduly with its other properties, then the 
construction is to be ‘on account of the national government,’ 
which will share in the resulting gain or loss. 


The regulatory power of the German government is exercised 
through the Imperial Minister of Transport. When it is remem- 
bered that, in addition to his right of control as a member of the 
government, this Minister appoints half, and, eventually, will ap- 
point all of the members of the Board of Management of the Im- 
perial Railway Company, the authority of the state over the German 
railway system will seem to be sufficiently complete, even though 
on the regulatory side alone it falls somewhat short of the power 
exercised by the Interstate Commerce Commission in the United 
States.? 


1 Disputes between the company and the Ministry are to be adjudicated by a special 
German court, consisting of a presiding officer and two other members. The presiding 
officer is named by the president of the Supreme Imperial Court of Germany (Reichs- 
gericht) for five years. The other members are appointed by the same officer, on nomi- 
nation of the company and of the government, respectively, but each appointment is 
for a single litigation only. If it is contended that the decision of the Court imperils 
the service of the reparation bonds, appeal may be taken to arbitrators named by the 
president of the World Court. 
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Earnings and Expenses of German Railways 


The following table sets forth the earnings and expenses of the 
German railway system between the 1st of April, 1920, and the 31st 
day of December, 1926: 


EARNINGS AND EXPENDITURES OF THE GERMAN RAILWAYS, APRIL I, 1920, TO 
DECEMBER 31, 1926 


Total 
surplus or 

Earnings Expenses Operating deficit, 
from of surplus including 

opera- opera- or interest 

Period tion tion deficit charges 

(In billion paper marks) 

Year ending March 31, 1921. 17.9 37.0 Def ar Def. 15.6 
Year ending March 31, 1922. 45:1 48.9 Def. 3.8 Def. 6.9 
Year ending March 31,1923. 2,437.4 2,390.6 Sur. 46.8 Sur. 5.3 


(In guintillion paper marks) 
April 1, 1923, to November 
VASES? ies aed eee eo ieee! 100.9 Def. 67.5 Def. 67.5 
(In million gold or reichs marks) 
November 15, 1923, to March 


GU GO tds an ectanersin eae 1,294 983.0, Sur. 258.5 Sure 97 
April 1, 1924, to September 

BONDS ace ay eee eae: 1,946.2 1,462.4 Sur. 483.8 Sur. 317.0 
October 1, 1924, to December 

Blogs ar Reo panera ma 5,668.7 4,849.9 Sur. 818.8 Sur. 153.1 
January 1, 1926, to December 

AP GO Sao ent one os 4,540.8 3,680.6 Sur. 860.2 Sur. 14.6 


Between April 1, 1920, and November 14, 1923, the statistics of 
German railway revenues and expenditures are of an increasingly 
fantastic character, until they culminate in the extraordinary figures 
of the period between April and November, 1923. The extent of 
the deficits during these months was in part the result of the occu- 
pation of the Ruhr by French troops and of the inauguration of a 
policy of “Passive resistance” by the German government and 
population? To a far greater extent, however, it was the conse- 

1The first “sanctions” in the Ruhr were applied on March 7, 1921. Allied troops 
did not, however, enter the Ruhr on a considerable scale until January 8, 1923. The 
French-Belgian “Regie” for the operation of the railroads in occupied territory was 
organized on March 1, 1923. Passive resistance was given up on September 26, 1923; 
on December 10, 1923, a modus vivendi was arrived at between the “Regie” and the 
German Imperi: al Railways, and between October 19 and November 16, 1924, the 
railroads operated by the “Regie” were surrendered to the German Imperial Railway 
Company (Anon. “Ruhr-besetzung und Reichsbahn,” Archiv fiir Eisenbahnwesen, 


1926, p. 1; Goltermann, “Abbau der Eisenbahnregie,” Zeitung des Vereins Deutscher 
Etsenbahnverwaltungen, 1925, p. 153). 
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quence of a depreciation of the German currency which was so rapid 
as to conceal completely fluctuations in receipts due to changes in 
the volume of railroad operations. Indeed, between April and No- 
vember, 1923, the railroad income from operations upon the exchange 
exceeded the total receipts from the transportation of passengers 
and freight. No ordinary enterprise could have commanded revenue 
to meet the deficits of these years. The necessity for continued rail- 
road operation was so clear, however, that the imperial government 
subsidized the Reichsbahn in an amount sufficient to offset the 
deficits of 1920-21 and 1921-22, while the deficit of 1923 was met 
in part by an imperial subsidy and in part by emergency certificates 
or notes which the railroad administration issued on its own account 
instead of paying cash. 


Results of Operation for 1925 and 1926 


After 1923 the railroads enjoyed the advantages of a stabilized 
currency, and their statements of annual revenues again have the 
significance which statistics of this type have in other countries. 
While comparisons between different years are made somewhat diffi- 
cult by variations in the length of the operating periods, a little 
calculation will show that the monthly operating surplus, which was 
54.6 million marks during the fifteen months ending December 31, 
1925, had grown to 71.7 million marks during the twelve months 
ending December 31, 1926. The decline in the total surplus from 
1925 to 1926 was due to increased payments on account of repara- 
tion bonds, to an enlarged dividend upon the preferred stock, and 
to the establishment of certain reserves. Actually, the distribution 
of operating surplus for these last two years has been: 


PROFIT AND LOSS ACCOUNT OF THE GERMAN IMPERIAL RAILWAYS 
(In millions of reichsmarks) 


Item 1913 1925 1926 
Operating surplus forthe year... .. ines. 5. cena: 852.5 818.8 860.2 
Interest and amortization of reparation bonds... 399-3 Cans 
Interest and amortization of miscellaneous indebt- 
CUNCSSEP EEE, Pane oe to de interersitee « 450.3 Ont 
Reserves to secure service of the indebtedness of 
Re eOMT AW iy tages, care eg: Pols wee eww Ane 113.4 90.8 
Dividends on preferred stock.................. one) 40.4 
Extraordinary expenditures on capital account.. 294.0 
Reserves for depreciation, new construction, etc. 150.0 F40.0 
Contributions for general state purposes........ 108.2 
@arried to surplus Account... <as-ns 2s eens os Tea t 14.6 


1 Set at 2 per cent of operating income until a reserve of 400 million gold marks i 
attained. 


n 


644 PRINCIPLES OF INLAND TRANSPORTATION 


The table shows the progress of bond interest from 399 to 574 
million marks between 1925 and 1926, the increase in preferred stock 
dividend from 3 to 40 million marks, and the accumulation of im- 
portant reserves which in part, it is true, represented charges for 
depreciation,! but which also included large sums set aside for the 
equalization of earnings which can be drawn upon in later years. 
In estimating the importance of these figures, moreover, it is to be 
remembered that they take no account of the proceeds of the trans- 
portation tax; for the Imperial Railway Company regards itself 
only as a collection agent with respect to this tax, and passes neither 
receipts nor payments through its revenue accounts. 


Ability of the German Railways to Meet Reparations Pay- 
ments 


The vital question with regard to the German railways is now 
whether they will be able to provide an annual revenue for repara- 
tion purposes which will cover (1) 660,000,000 marks for interest 
and amortization of the reparation bonds; (2) a maximum of 140,- 
000,000 marks for dividends at 7 per cent upon the company’s 
authorized preferred stock, together with whatever financial pro- 
vision may be necessary for the retirement of this stock; and (3) a 
maximum of 290,000,000 marks to cover the transportation tax. 
During 1925 and 1926 the necessary moneys have been found. The 
problem has been simplified up to the present time, however, by the 
fact that only 881,000,000 marks of preferred stock have been issued, 
and by the further circumstance that the maximum interest on the 
reparation bonds will be payable for the first time during the year 
ending August 31, 1928. For future years an equilibrium between 
receipts and expenses may not be so easy to attain. 


Argument of the Dawes Commission 


The argument of the experts for the Dawes Commission with 
respect to the earning power of the German railways rests upon two 
main propositions: 

The first proposition is that German railways may fairly be ex- 
pected to earn 3 or even 4 per cent upon an invested capital of 
26 billion marks. The latter of these figures will provide sufficient 
revenue for bond interest, preferred stock dividend, and transport 


1 In 1926 the charge for depreciation was 70 million marks. 
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tax; the former will almost suffice for interest and dividends. This 
revenue level has already been reached. 

The second proposition is that the ratio of expenses to earnings 
on the German railroad system should not exceed 80 per cent. An 
operating ratio of 80 per cent upon a gross revenue of 4 billion marks 
will yield 800 million marks of net earnings, which will suffice to 
cover bond interest and dividends upon the preferred stock. This 
proposition is based upon experience in England and in America, 
upon the admittedly abundant supply of relatively new German 
railway rolling stock, upon the probability that the number of rail- 
road employees can be reduced,! and upon the assertion that the in- 
crease in the cost of living in Germany since the war, as compared 
with other countries, makes it unnecessary to advance wages to the 
extent found desirable in England and in America.2 The rate of 80 
per cent was not reached in 1925 or in 1926, but it was so nearly 
attained in the latter year, in spite of considerable increases in wages, 
that the expectations of the experts seem likely to be fulfilled. 


Restrictions Upon the Reduction of Railroad Rates 


German publicists and railroad men who are skeptical of the per- 
manent success of the present arrangement, or hostile to its implica- 
tions, concede that revenues may be sufficient for a time, but believe 
that the Dawes plan allows insufficient margin for development, and 
that it hampers the economic rehabilitation of Germany by the 
obstacles which it places in the way of reductions in railroad rates. 

There is no doubt but that German rate reductions are made more 
difficult, both by the terms of the law of 1924 relating to the Reichs- 
bahn-Gesellschaft, and, temporarily, by the Versailles treaty itself. 
The law of 1924 forbade reductions which imperil the payment 
of interest upon the reparations bonds or of dividends upon the 
preferred stock. The powers of the Railway Commissioner in this 
regard will be remembered. 


1 At the close of the war the German railways added largely to their personnel for 
the avowed purpose of providing employment for returning soldiers. Actually, the 
number of employees, which was 692,714 before the war, had increased to 1,009,420 
in March, 1926. By February, 1927, the number had been again reduced to 652,617. 
This was the lowest point reached, and since March the number of employees has 
somewhat increased (fourth and fifth Reports of the Railroad Commissioner, 20 
November, 1926, and 1 June, 1927). 

2 Negotiations are, however, pending, which involve very substantial increases in pay. 
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Provisions of the Treaty of Versailles 


As for the treaty of Versailles, it interfered with rate reduction 
through sections 325, 326, 365, and 369. These sections required 
the German railroads to apply to goods which came from the ter- 
ritories of the Allied and Associated Powers, or which passed through 
Germany in transit with origin or destination in the territory of such 
powers, the most favorable treatment applied to goods of the same 
kind, under similar conditions of transport, anywhere in Germany. 
They declared, moreover, that seaports of the Allied and Associated 
Powers were entitled to all favors and to all reduced rail and inland 
water tariffs introduced for the benefit of any German port. Such 
requirements intentionally imposed a handicap upon the effective- 
ness of German railroads in stimulating German competition with 
the industries of other countries.! 

It was fortunate for Germany that Article 378 of the Versailles 
treaty also provided that, failing action by the Council of the League 
of Nations, no Allied or Associated Power could claim the benefit 
of any of these stipulations after five years had elapsed, in behalf 
of any portion of its territory in which reciprocity was not awarded. 
The five years have now passed, and the German Reichsbahn- 
Gesellschaft has accordingly restored many of the special seaport 
tariffs which were canceled in 1919, while it has also reintroduced a 
number of commodity and transit rates designed to encourage Ger- 
man business or to attract to German railroads traffic between 
foreign points of origin and destination which might pass over Ger- 
man lines. 


Conclusion 


On the whole, the experience of the German Imperial Railway 
Company under the Dawes plan has been encouraging, and there is 
reasonable ground for hope that this company will be able to meet 
and to overcome the undoubted difficulties with which it has to 
contend. At the same time the margin upon which it has to work 
is not yet considerable, the traffic moving over German railways 
is only slowly increasing, and there is real danger lest railway in- 
come be impaired in the near future by increases in wages, by agita- 
tions for reductions in rates, and by the purposeful development in 
Germany of means of transportation which are not subject to the 
limitations of the reparations agreement. The eventual success of 
the railways will depend upon developments which it is not yet 


1 See Stieler, Karl, Grundfragen aus dem Gebiete des Deutschen Eisenbahnwesens, 1925. 
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possible clearly to foresee, such as the growth of inland water and 
automobile transportation, and, most important of all, upon the 
ability of German industry to reéstablish itself in the face of a 
hostile world. 
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CHAPTER AAAI 


REGULATION OF INLAND WATERWAYS 


the 


Statutory Control of Commerce on Inland Waterways 
Secretary of War 

In the United States, statutory control of carriage over inland 
waterways is exercised through a series of acts and administered 
by a variety of agencies, as follows: 

Secretary of War. The Secretary controls the federal service 
upon the Mississippi and Warrior Rivers. This is an instance of 
government operation of inland waterway facilities, administered, 
since 1924, through the “Inland Waterways Corporation.” ? 


Control by Executive Departments and Bureaus 


In addition to the War Department, there are a number of execu- 
tive departments or bureaus of the federal government which possess 
limited authority over inland waterways. ‘These agencies include 
the Bureau of Navigation, the Steamboat Inspection Service, the 
Bureau of Public Health, the Department of Commerce, and the 
Corps of Engineers of the United States Army, acting under the 
direction of the Chief of Engineers and of the Secretary of War. 
Regulation of this type 1s concerned with the protection of public 
health through quarantine regulations, the policing of harbors, and 
the protection of the lives and property of passengers and shippers. 
It does not directly attempt the control of rates and traffic, although 
it affects the cendineds under which freight and passenger busines 
is carried on, 


Powers of the Shipping Board 


The Shipping Act of 1916 undertakes to regulate interstate com- 
merce from port to port upon the Great Lakes, as well as coastwise, 
and to control, in some respects, foreign trade. The Shipping Board, 
created by this Act and enlarged and strengthened by the Merchant 
Marine Act of 1920, administers the clauses of the Shipping Act 
requiring reasonable rates and forbidding discrimination. It ap- 
proves or disapproves agreements between water carriers. It com- 
pels the filing of maximum rates on interstate shipments. The Board 
has authority to require the submission of records or reports and 


1See Chapter II. 
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the attendance of witnesses. It may make investigations and issue 
orders. It may approve or disapprove the sale of American vessels 
to noncitizens or the transfer of vessels documented under the laws 
of the United States to foreign registry. In brief, the Shipping 
Board exercises a control over American ships upon the Great Lakes, 
as over American vessels engaged in foreign trade, which is in some 
respects more direct and effective than that exercised by the Inter- 
state Commerce Commission over joint routes and rates to which 
rail and water carriers are parties. 

In actual practice, however, the Shipping Board has paid com- 
paratively little attention to the regulation of inland waterways. 
This is partly a reflection of the slight development of the regulatory 
side of the Board’s activities, and partly the result of its concen- 
tration upon the field of foreign trade. Up to June 30, 1926, indeed, 
only 32 formal complaints had been filed with the Board during 
the ten years of its activity under the Shipping Act of 1916 and the 
Merchant Marine Act of 1920, and of these the greater number were 
concerned with practices growing out of coastwise or foreign com- 
merce. ‘The principal routine work of regulation has consisted of 
the receipt and filing of tariffs, but the significance even of this has 
been impaired by the fact that maximum rates have been filed below 
which the carriers have felt free to go, and not actual or maximum 
and minimum rates. Finally, the importance of the Board’s regu- 
latory control over inland water transportation has been diminished 
by the presence of a government-operated barge line upon the 
Mississippi and the Warrior Rivers, by the insignificance of other 
canal and river movements with the exception of those upon the 
Great Lakes, and by the authority which the Interstate Commerce 
Commission exercises over certain varieties of water transport. 


The Interstate Commerce Commission and Inland Waterways 


The Act to Regulate Commerce applies to common carriers en- 
gaged in the transportation of passengers or property partly by rail- 
road and partly by water when both are used under a common 
control, management, or arrangement for a continuous carriage or 
shipment. The language used in the Act does not mean, it is trué, 
that a common carrier by water which enters into a joint arrange- 
ment with a carrier by rail on a particular business thereby sub- 
jects its entire business to Commission control. This is an 
interpretation of the law which has been approved in connection 
with the keeping of accounts and the rendering of reports to the 
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Commission,! for the reason that the Commission needs complete 
information with respect to the entire business of a water carrier 
in order to exercise even a limited control; but apart from accounts 
and reports, the Commission has ruled that the effect of a joint 
arrangement between rail and water lines is to bring the traffic cov- 
ered by the arrangement, and that traffic alone, under Interstate 
Commerce Commission control.? 

Yet even this restricted interpretation has the effect of vesting 
in the Commission the power to fix maximum rates upon joint rail 
and water hauls, the authority to consider questions of discrimina- 
tion to which a water line, in connection with rail carriers, may be 
a party, and the right to insist upon the publication of and adher- 
ence to established rates. It would be frequently impossible for 
the Commission to deal effectively with railroad-rate adjustments 
unless it had at least this much authority over transportation service 
which railroad and waterway undertake jointly and successively to 
provide. And it can be argued that no hardship is imposed upon 
the water line, for there is nothing in the law at present under dis- 
cussion which interferes with water transportation, unless it is oper- 
ated under some arrangement with a common carrier by rail which 
gives it an advantage over water carriers that have no rail connection 
at all. 


Through Routes and Joint Rates Under Section 15 of the 
Interstate Commerce Act 


The authority of the Interstate Commerce Commission was ex- 
tended, in 1906, by the grant of power to establish through routes 
and joint rates, and to prescribe divisions of rates, as well between 
rail and water as between different rail carriers. ) This grant was 
accomplished by amendment to Section 15 of the Interstate Com- 
merce Act; it was limited, in 1906, by the proviso that it should be 
exercised only when no reasonable or satisfactory route existed be- 
tween the points which it was desired to connect. In 1910, the 
Mann-Elkins Act removed this particular limitation, but added a 
stipulation that, in prescribing a through route, no company should 
be compelled to short-haul itself. The 1910 amendment was again 
changed in 1920 by excepting cases where one of the parties to the 
through route was a water line, but meanwhile the matter of 


1 eee ; ; 
Interstate Commerce Commission, ». Goodrich Transit Company, 224 U. S. 194, 
1912, 


*In the Matter of Jurisdiction over Water Carriers, 15 1,C,C, 205, 1909. 
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through routes and joint rates by rail and water carriers had been 
covered by other legislation to which we shall presently refer. Joint 
rates, whether established voluntarily or prescribed, must of course 
be filed with the Interstate Commerce Commission, and kept open 
to public inspection to the same extent as other rates subject to the 
Act to Regulate Commerce. 


Panama Canal Act of 1912 


This brings us to the Panama Canal Act of 1912. This important 
legislation, passed in anticipation of the opening of the Panama 
Canal,1 was primarily designed to organize the administration of 
the Canal and of the Canal Zone and to fix the tolls which should be 
charged for the use of the new waterway. The Panama Act did, 
however, two other things, both of which had far-reaching conse- 
quences. 

1. In the first place, the law forbade any railroad or other com 
mon carrier subject to the Act to Regulate Commerce to own, lease, 
operate, or control, or have any interest whatsoever in any common 
carrier by water operated through the Panama Canal or elsewhere 
with which the controlling company competed for traffic. To this 
sweeping prohibition exception was made of services not operated 
through the Canal which the Commission might hold to be oper- 
ated in the interest of the public and not to prevent or reduce 
competition.? Such services, when approved, were to file their rates 
with the Interstate Commerce Commission, and were to be subject 
to the Act to Regulate Commerce in the same manner and to the 
same extent as were the railroads which controlled them. 


Physical Connection Between Rail and Water Carriers Under 
the Panama Canal Act of 1912 


2. In the second place, the Interstate Commerce Commission was 
given jurisdiction over interstate rail and water transportation from 
one point to another in the United States in important particulars 
related to inland water transportation: 

a. The Commission was authorized to establish through routes 
and maximum joint rates between interstate rail and water carriers 
and to determine all the terms and conditions under which such 
lines should be operated in the handling of interstate rail and water 
traffic. This authority was in addition to that conferred by section 


137 Stat. L. 560, 1912. 2 Section 11. 
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1s of the Act to Regulate Commerce, and was not subject to the 
limitations formulated in the Mann-Elkins Act of 1g1o. 

b. The Commission was empowered to require a physical con- 
nection to be established between the lines of a rail and those of a 
water carrier. The language of the Act upon this point was as 
follows: 


“To establish physical connection between the lines of the 
rail carrier and the dock of the water carrier by directing the 
rail carrier to make suitable connection between its line and a 
track or tracks which have been constructed from the dock to 
the limits of its right of way, or by directing either or both the 
rail and water carrier, individually or in connection with one 
another, to construct and connect with the lines of the rail car- 
rier a spur track or tracks to the dock. This provision shall 
only apply where such connection is reasonably practicable, can 
be made with safety to the public, and where the amount of 
business to be handled is sufficient to justify the outlay. 

“The commission shall have full authority to determine the 
terms upon which these connecting tracks, when constructed, 
shall be operated, and it may, either in the construction or the 
operation of such tracks, determine what sum shall be paid to 
or by either carrier. The provisions of this paragraph shall ex- 
tend to cases where the dock is owned by other parties than the 
carrier involved.” 


The wording of the Panama Canal Act with respect to physical 
connection between rail and water carriers gave the Commission 
power to require the provision of adequate interchange facilities be- 
tween rail and water lines. It represented, therefore, a substantial 
and probably a beneficial addition to existing law. 


Regulation by the Interstate Commerce Commission—Reason- 
ableness of Rates 


Up to the present time, the active agent in the regulation of inland 
water transportation has been the Interstate Commerce Commission, 
and the principal purposes of this regulation have been two. 

In the first place, the Commission has extended to waterway 
traffic subject to its jurisdiction the principles of reasonableness and 
equality of rates that it has long applied to railroad hauls. In 
doing this, the Commission has been hampered by limits set upon 


1 The clauses referred to were enacted as amendments to Section 6 of the Inter- 
state Commerce Law. 
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its authority. It has no jurisdiction over port to port rates ! except 
over railroad-controlled water lines. It may not prevent the aban- 
donment of steamer services.?_ It may not fix a minimum rate even 
on a through shipment when one of the carriers upon the route 
is a water line.? 


Ocean and Rail Transportation 


These limitations have been at times inconvenient. On the other 
hand, it is to be remembered that the Commission has a large degree 
of power over transportation conducted partly by water and partly 
by rail, and this power it has freely exercised. Most notably, the 
Commission has acted in the case of a great variety of ocean and 
rail shipments passing between the North Atlantic seaboard and 
interior points in the South or West. Shipments of this type, where 
westbound, are carried by steamer from New York or New Eng- 
land to Norfolk, Savannah, New Orleans, or to some other port 
upon the South Atlantic or Gulf seaboards, whence they proceed 
by rail to interior destinations. The traffic is handled under through 
rates, which are filed with the Commission and are subject to its 
control. Sometimes a single commodity is involved, sometimes a 
regional rate adjustment is prescribed in which rail-and-water are 
related to all-rail rates between the same points of origin and des- 
tination.* Eastbound the routes are similar, and the competitive 
problem is essentially the same. 


Lake and Rail Transportation 


The Commission has also rendered decisions in a number of rail- 
and-lake cases. In 1915, for instance, it refused to allow a general 
increase in through rates from points west to the Illinois-Indiana 
state line to trunk-line and New England territories to which steam- 
boat companies upon the Great Lakes were parties.° All-rail rates 
between Western and Eastern points had been recently increased, 
and the lake lines desired to raise their rail-and-lake rates also. The 
Commission would not consent, because it thought that the differ- 
ential between all-rail and part-water rates between the West and 
the East might properly be enlarged. In 1917, however, water 


1 Corona Coal Co, v. Secretary of War, 69 I.C.C. 389, 1922. 

2 Routing between Texas Points, 91 I.C.C. 455, 1924. 

3 Rail and Water Rates from Atlantic Seaboard, 63 I.C.C. 267, 1921. 

4 4 Commission order of this latter type was sustained by the United States Supreme 
Courtin Chicago, Rock Island, and Pacific Railway Co. v. United States, April 11, 1927. 

5 Rates via Rail-and-Lake Routes, 37 I.C.C. 302, 1915. 


654 PRINCIPLES OF INLAND TRANSPORTATION 


carriers showed that their expenses had notably increased, and the 
Commission expressed willingness to approve increases in joint rail- 
and-water rates up to the level of all-rail rates.1_ Three years later, 
in 1920, the Commission again authorized boat lines to increase 
their rates, this time as part of proceedings in which railroad rates 
all over the country were advanced.” 

Apart from these general proceedings, the Commission has con- 
sidered the reasonableness of joint rail-and-lake rates in a number 
of specific instances, sometimes approving, and sometimes disap- 
proving, according to the evidence in each case. It has also occa- 
sionally considered the reasonableness of joint rates to which river 
steamships were parties. 


Relative Rate Adjustments to Which Water Lines Are Parties 


Mention may, finally, be made of cases in which the Commission 
has considered relationships between competing rail-and-lake routes 
as well as the absolute reasonableness of charges. Thus in 1917 the 
Interstate Commerce Commission ruled that it was not unreason- 
able for the rate on wheat from Minneapolis to New York via Mil- 
waukee or Chicago to be greater than that via Duluth, in view of 
the longer water and shorter rail haul in the latter case. In 1920 
it ruled that, in advancing rates, the carriers should preserve a parity 
between Chicago and Duluth on business from the East.* Still again, 
in 1921, the Commission declared that the rail-and-lake rate from 
New York to Chicago need not be made the measure of the rate 
from New Orleans to Chicago.® 

These cases involved primarily, though not entirely, the com- 
petition of carriers. But the Commission has prescribed the differ- 
ence which shall exist between the rail-lake-rail route from New 
York to Minneapolis and the rail-lake route to Duluth.® It has con- 
sidered the relationship which should exist between rates to Minne- 
apolis and those to La Crosse, Wisconsin, and Winona and Red 
Wing, Minnesota,’ and it has used its authority over lake-and-rail 
rates to control the charges from trunk-line territory to cities upon 
the upper Mississippi River between Dubuque and Keokuck, Iowa, 


1 The Fifteen Per Cent Case, 45 I.C.C. 303, 325, 1917. 

2 Increased Rates, 1920, 58 I.C.C. 220, 253, 1920. 

3 Bay State Milling Co. v. Transit Corporation, 43 I.C.C. 338, 1917. 

4 Increased Rates, 1920, 58 I.C.C. 220, 253, 1920. 

5 Coffee from Galveston and other Gulf Ports, 64 I.C.C. 26, 1921. 

6 Second Duluth Case, 46 I.C.C. 585, 1917; Authority to Increase Rates, 58 I.C.C, 
489, 1920. 

7 La Crosse Chamber of Commerce o. G. L. T. Corporation, 89 I.C.C. 386, 1924. 
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as compared with charges to cities upon the same river from Quincy, 
Illinois, to St. Louis, Missouri, inclusive.t 

Here we have instances of market competition and the rivalry of 
competing cities which closely resemble other cases in which only 
rail carriers are involved. The Commission was upon familiar ground 
in dealing with such problems, and, indeed, it must regulate rail-and- 
water shipments with respect to rate relationships consistently with 
its action with reference to all-rail carriage if any considered policy 
of relative transportation charges is to be enforced. 


Competition Between Rail and Water Carriers 


We now pass to another general purpose of the regulation of 
inland waterways which is distinct from the purpose that has just 
been stated and illustrated. It is to prevent the elimination of 
water carriage by certain forms of unfair competition. Competition 
of this improper sort is apprehended from rail carriers, and the 
forms that it is expected to take are (1) localized reductions in rail- 
road rates at points where rail and water services compete; (2) the 
purchase by railroads of financial control of competing water car- 
riers; and (3) the refusal by rail carriers to codperate with water 
carriers in handling traffic which seeks to move to destination over a 
combined rail-and-water haul. 

The clause in the Interstate Commerce Act which attempts to 
prevent specialized and temporary reductions in railroad rates for 
the purpose of destroying competing water carriers reads as follows: 


“Wherever a carrier by railroad shall in competition with a 
water route or routes reduce the rates on the carriage of any 
species of freight to or from competitive points, it shall not be 
permitted to increase such rates unless after hearing by the 
Interstate Commerce Commission it shall be found that such 
proposed increase rests upon changed conditions other than the 
elimination of water competition.” 


This language was inserted in the Mann-Elkins bill of 1910 shortly 
before its passage in the Senate, on motion of Senator Burton of 
Ohio.2 As originally presented and approved, the Burton amend- 
ment also vested in the Interstate Commerce Commission the right 
to prescribe minimum railroad rates on lines competing with water- 
ways whenever, in its opinion, the object of the railroads in reducing 


1 Railroad Commissioners of the State of Iowa v. A. T, & S. F., 46 I.C.C. 63, 1917. 
2 Congressiowal Record, June 1, 1910, vol. xlv, part 7, pp. 7202-7203. 
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rates was to destroy waterway competition; these additional phrases 
were, however, taken out in conference, and the section was passed 
in its present form. Senator Burton was of the opinion that the 
adoption of an amendment of the sort which he submitted to the 
Senate was absolutely essential to the profitable utilization of a large 
share of the waterways of the country, including the Mississippi 
River, and the Senate, tired by a long debate on the subject of rail 
and water competition as expressed in “long-and-short-haul rate- 
making,” agreed with only one dissenting vote. 

In actual practice, the clause has proved unnecessary, especially 
since 1920, when the Interstate Commerce Commission received 
authority to fix a minimum railroad rate. Moreover, the difficulties 
inherent in its application have been so great that the courts and 
the Commission have failed to enforce it upon no less than three 
separate grounds. 

In the first place, the Interstate Commerce Commission has pointed 
out that the primary purpose of the law itself is to encourage water 
competition. This being the case, the carriers are rather to be en- 
couraged to raise their rates at competitive points than to continue 
them upon a level that makes the competition of boat lines impos- 
sible. It follows that a railroad which has reduced its rates at cer- 
tain stations to destroy a competing water service should be urged 
to raise them, not prevented from ever doing so. 

The Interstate Commerce Commission has also held that rail car- 
riers are not only not required, but that they are forbidden to con- 
tinue low rates to points which have once enjoyed water competition 
when the competition has ceased, unless, indeed, they reduce their 
rates to other points so as to preserve a proper relationship, for the 
continuance of low rates under such conditions will produce a dis- 
crimination which the Act to Regulate Commerce makes unlawful.? 

Finally, the United States Supreme Court has ruled that carriers 
which quote lower rates to water competitive points than to inter- 
mediate destinations with the approval of the Commission may sub- 
sequently raise these rates when water competition disappears in 
spite of the section now under discussion, because the law does not 
apply to reductions made under Commission authority.3 

The result of these various arguments and interpretations has 
been that the particular piece of legislation just described has proved 
of negligible importance. 

Conference Report on S. 6737, idid., June 14, 1910, vol. xlv, part 8, pp. 8026, 8029. 


2Tn the Matter of Reopening Fourth Section Applications, 40 I. C. c. Be. 1916, 
Skinner and Eddy Corporation v. United States, 249 U. S. 557, 568, 1919. 
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Purchase of Water Lines by Railroad Carriers 

There are two federal statutes which relate to the purchase of 
competing water lines by railroad carriers. One of these is the 
Clayton Anti-Trust Act, which forbids corporations engaged in com- 
merce to acquire the shares of other corporations engaged also in 
commerce, where the effect of the acquisition is to lessen competi- 
tion. ‘This statute has not yet affected rail-and-water relations to 
any significant degree. The other and most important statute bear- 
ing upon these matters is the Panama Canal Act of 1912. We have 
already stated the terms of this law; we may now return to the 
subject to describe its legislative history and to discuss its application. 


Legislative History of the Panama Canal Act 

Section 11 of the Panama Canal Act of 1912, as originally intro- 
duced in the House of Representatives, contained two more or less 
extraneous clauses, one relating to the ownership of shipping lines 
passing through the canal, and the other to the quotation of through 
rail and water rates. 


The section relating to ownership read as follows: 

“From and after the first day of July, 1913, it shall be un- 
lawful for any railroad company or other common carrier sub- 
ject to the act to regulate commerce to own, lease, operate, con- 
trol, or have any interest whatsoever (by stock ownership or 
otherwise, either directly, indirectly, through any holding com- 
pany, or in any other manner) in any common carrier by water 
with which such railroad or other carrier aforesaid does or may 
compete for traffic; and in case of the violation of this provision 
each day in which such violation continues shall be deemed a sep- 
arate offense.” ? 

The clause quoted was passed by the House with only three minor 
amendments, one advancing the date of application of the law to 
July 1, 1914, another adding the words “by stockholders or directors 
in common” to the list of devices for common control listed in the 
bill, and still another conferring upon the Interstate Commerce Com- 
mission jurisdiction to determine questions of fact. 


Proposed Senate Substitutes 

The Senate Committee on Interoceanic Canals, to which the bill 
was referred after passage by the House, reported a substitute word- 
ing as follows: 


138 Stat. IL. 730, 731-732, 1914, Sec. 7. 7 
2 Congressional Record. March 16, 1912, vol. xlviii, part 4, p. 3492. 
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“That no ship owned, chartered, operated, or controlled by 
a railroad company, or in which any railroad company has any 
interest whatsoever (by ,stock ownership or otherwise, either 
directly or indirectly, through any holding company, or by 
stockholders or directors in common, or in any other manner), 
shall be permitted to enter or pass through the Panama Canal 
if engaged in the coastwise trade between ports of the United 
States. That any ship of American registry, however owned or 
controlled, shall be permitted to operate through the canal in 
transoceanic trade to and from Oriental or European countries; 
said vessel on its way to and from said foreign countries shall 
be permitted to do a coastwise trade between ports of the United 
States and intermediate foreign ports: Provided, .... That no 
such railroad owned or controlled ship shall pass through the 
canal unless at least 50 per cent of its cargo, in tonnage, is 
destined to or shipped from Oriental or European ports.” ? 


The clause proposed in the Senate directed its prohibitions against 
the owned ships instead of against the owning companies, in an 
attempt to reach the case of vessels controlled by foreign railroad 
corporations not amenable to American laws. Senators pointed out, 
however, that a railroad company might purchase a few shares of 
the stock of a shipping company with the deliberate purpose of ren- 
dering it impossible for the latter’s ships to pass through the canal. 
The Senate, therefore, rejected the substitute offered by its own 
committee. It did, however, approve an amendment limiting the 
prohibitions of the statute to carriers using the Panama Canal,’ 
and in this form, with some minor changes, the Senate adopted the 
wording proposed by the House. 


Conference Report 


The House and Senate conferees agreed to eliminate the lim- 
itation to the operation of the bill that the Senate had proposed, and 
voted, further, to add the following clause: 


“Tf the Interstate Commerce Commission shall be of the 
opinion that any such existing specified service by water other- 
than through the Panama Canal is being operated in the interest 
of the public and is of advantage to the convenience and com- 
merce of the people, and that such extension will neither ex- 


' Congressional Record, August 9, 1912, vol. xlviii, part 11, pp. 10555-10556. 
* [bid., August 16, 1912, vol. xlviii, part 11, pp. 11132-11133. 
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clude, prevent, nor reduce competition on the route by water 
under consideration, the Interstate Commerce Commission may, 
by order, extend the time during which such service by water 
may continue to be operated beyond July 1, 1914. In every 
case of such extension the rates, schedules, and practices of such 
water carrier shall be filed with the Interstate Commerce Com- 
mission and shall be subject to the act to regulate commerce 
and all amendments thereto in the same manner and to the 
same extent as the railroad or other carrier controlling such 
water carrier or interested in any manner in its operation.” 1 


In this form, the clauses of the Panama Canal Act relative to 
railroad control of competing water carriers were enacted into law. 


Act Not Limited to Traffic Through the Canal 


This summary of legislative history shows clearly that Congress 
consciously undertook, in 1912, to regulate the relations between 
railroads and water carriers generally in interstate commerce and 
not merely to confine itself to cases where use of the Panama Canal 
was involved. Not only this, but Mr. Adamson, in reporting the 
original bill to the House of Representatives, expressed the same 
point of view clearly when he said that the apprehension of rail- 
road-owned vessels driving competition from the canal might or 
might not be exaggerated, but it was certain that the evil already 
existed in the coastwise trade upon both coasts, as well as on our 
lakes and rivers.? 


The Interstate Commerce Commission Exercises Authority 
Over Car Ferries 


In accordance with this view the Interstate Commerce Commis- 
sion has assumed jurisdiction over a considerable number of serv- 
ices which have nothing at all to do with the canal. The Commission 
has, for instance, allowed rail carriers to continue to own and operate 
a number of ferry lines managed as parts of combined rail and water 
systems. The most notable of these cases have been, perhaps, those 
involving car ferries, mostly upon the Great Lakes. Thus the Penn- 
sylvania Railroad and the Canadian Pacific controlled a car ferry 
between Ashtabula, Ohio, and Port Burwell, on Lake Erie. It was 
used mainly for coal cars and obviated a 200-mile détour.? Similarly, 

1 Jbid., August 16, 1912, vol. xlviil, part 11, p. 11132. 

2 Tbid., March 16, 1922, vol. xlviii, part 4, p. 3495. 
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the Pére Marquette operated ferries across the Detroit and St. Clair 
Rivers;! the Grand Trunk Railway controlled a car ferry across 
the southern end of Lake Michigan; and the Buffalo, Rochester, and 
Pittsburgh Railway owned stock in the Ontario Ferry Company, 
which operated a steam vessel between Genesee Dock, New York, 
and Cobourg, Ontario, across Lake Ontario.” There were many in- 
stances of railroad control of the type of services illustrated by the 
examples which have been mentioned; and certainly the advantages 
of continued common control in such cases were compelling. 


Summer Boat Lines and River Services 


The Commission has also stepped in to protect the carrier in the 
case of several summer boat lines. The Lake Tahoe Railway and 
Transportation Company ran one of these upon Lake Tahoe, in the 
Sierras; ? the Boston and Maine operated a boat upon Lake Winne- 
pesaukee, New Hampshire; * and the Maine Central connected its 
terminus on the Maine coast with near-by harbors by means of a 
steamship line.® 

Stull again, the Commission has had to consider instances of river 
competition. Thus the Central Pacific Railway conducted a serv- 
ice upon the Sacramento River. Below Sacramento the steamers 
handled passengers, general freight, and, in season, large quan- 
tities of fruit.6 Above Sacramento a good deal of grain presented 
itself.” In the case of the Central Pacific, the Interstate Com- 
merce Commission allowed the railroad to maintain its control over 
the water carrier, but it was less lenient in another complaint in- 
volving steamer service upon the Columbia and Willamette Rivers. 
In the Northwest the owning company was the Spokane, Portland, 
and Seattle Railway. The navigation company operated two steam- 
boats between Portland and The Dalles, Oregon. The Commission 
looked into the history of navigation upon the Columbia and Wil- 
lamette Rivers, and expressed the opinion that railroad ownership 
of an operating boat line would keep out competition. It followed 
that the railroad and the boat line were required to be divorced.° 


The Great Lakes 


Finally, the Commission has dealt with the situation upon the 
Great Lakes. Apart from ferry lines, there were, in 1915, at least 


U4 I. CC. 86, 1915. B70. C2 @, 27250016. 
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seven transit or transportation or similarly entitled companies which 
operated Lake vessels under the general control of the New York 
Central, Pennsylvania, Erie, Lehigh Valley, and other railroad com- 
panies. The boat lines operated as far west as Duluth and Chicago, 
and as far east as Buffalo. One line, the Rutland Transit, sent boats 
through Lake Ontario. All together, the railroad-owned boat lines 
dominated the situation to the extent of possessing an effective 
monopoly. 

It was evident that there were advantages in the arrangement that 
existed in 1915. Joint ownership of rail and water carriers serving 
the Great Lakes route reduced terminal expenses at points of inter- 
change, prevented duplication of records, and made for regularity 
and continuity of service. But there were disadvantages also, and 
the Commission was able to point out that after 1900, first class lake- 
and-rail rates from New York to Chicago had steadily advanced." 
Carriers might have gained from through rate and traffic arrange- 
ments between railroads and steamships, but the public had not. 
Hence the Commission took the view that joint control was con- 
trary to the public interest and should cease. 


Effect of Separating Rail and Water Lines 


Some apprehension was expressed regarding the effects of the 
Interstate Commerce Commission decision of 1915. After it was 
rendered, the rail carriers transferred sixteen of their Lake boats 
to transatlantic service,” and sold thirty-three vessels to a newly 
organized independent company known as the Great Lakes Transit 
Corporation.’ This had the effect of terminating the through routes 
to which the railroad-owned boat lines were parties. Moreover, the 
railroads also undertook to cancel through rates with other inde- 
pendent steamship lines, alleging that the cost of transfer of freight 
between rail and boat was so great that it was preferable to have 
the freight move entirely by rail between the Middle West and 
Eastern destinations,! or that the division of the rate which the 
rail carriers could obtain on through rail-and-water business was so 
low as to render the traffic unprofitable to the railroad lines. The 


1 Lake Line Application under Panama Canal Act, 33 I. C. C. 700, 714-715, 1915. 

2 Lake and Rail Cancellations, 42, I. C. C. 513, 1917. 

3 Bay State Milling Co. v. Transit Corporation, 43 I. C. C. 338, 346, 1917. 

4 Lake and Rail Rate Cancellations, sup. cit. 

5 Lake and Rail Rate Cancellations, 38 I. C. C. 201, 1916; Canada Atlantic Transit 
Compr GrG@ycoom lone: 
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Interstate Commerce Commission was able, however, to prevent a 
general withdrawal of facilities for through shipment by rail and 
water by exercising its authority over rates, and neither the Lake 
commerce nor the ship tonnage upon the Lakes, seems, between 1915 
and 1918, to have declined. 


Summary 


Examination of the Commission’s decisions under the Panama 
Canal Act of 1912 shows that it has felt free to recognize diversity of 
conditions in different sections of the country and to permit the 
continuance of railroad control over competing water lines in certain 
instances where the evidence of public interest was clear, while for- 
bidding it in others. Meanwhile, rates, schedules, and practices of 
the water carriers are required to be filed with the Commission wher- 
ever continuance of railroad control is authorized, and the Commis- 
sion exercises the same control over these schedules that it exercises 
over railroad rates. Cases have, on the whole, especially in later 
years, been few, and the effects of the legislation moderate. 


Physical Connection Between Rail and Water Carriers 


Great as the public interest has been in preventing the direct sup- 
pression of water competition through control by rail carriers, there 
is reason to believe that the power which the Canal Act gave the 
Interstate Commerce Commission to establish through routes by 
rail and water and to compel physical connection between rail and 
water routes may, in the long run, prove at least equally important. 
The law upon the latter of these points has been applied in several 
instances, of which two deserve special mention. 


Indiana Transportation Co. v. Grand Rapids, etc. 


In Indiana Transportation Company v. Grand Rapids, Holland, 
and Chicago Railway, a boat line which operated between Chicago 
and Sangatuck, on Lake Michigan, sought to compel an electric 
railway to join with it in constructing and maintaining a physical 
connection with Sangatuck. The main line of the electric railway 
ran from Grand Rapids, Michigan, to Holland, Michigan, where it 
connected with a second boat line to Chicago. The railway reached 
Sangatuck with a branch, and could have made this, as well as Hol- 
land, a terminal for the receipt and delivery of Lake freight, but the 


iG, C. Cams toto. 
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branch line was in poor condition, the railroad had no spare monev 
for reconstruction, and the new route promised to be more expensive 
to operate than the old. The Interstate Commerce Commission, on 
these facts, refused to order a physical connection at Sangatuck to 
be established. 


New York v. New York Central 
In State of New York v. New York Central Railroad Company, 


the Interstate Commerce Commission reached a contrary conclu- 
sion to that in the Indiana case, upon a different set of facts. This 
was a case in which the State of New York complained that the New 
York Central Railroad refused to provide rolling stock or to furnish 
a transportation service between the terminal of the Erie Canal near 
Buffalo and the tracks of the New York Central in that city. 

There was, it appeared, continuous track connection between the 
Erie Canal basin terminal and Buffalo, partly over New York Cen- 
tral rails and partly over rails owned by the complainant, but the 
state owned no locomotives or cars and could not economically own 
and operate them under the circumstances. Relief was sought from 
the New York Public Service Commission, Second District, but with- 
out success, and the Interstate Commerce Commission was there- 
fore asked to require the railroad to render the service essential 
to an interchange of freight between railroad and canal. Plainly 
the case was important, because it involved the relations between 
a railroad and one of three major waterway routes for inland trans- 
portation. Plainly also the interests of the railroad and of the water- 
way were different. The New York Public Utility Commission 
argued that the public interest was involved. The rail carrier ob- 
jected that a favorable order would divert to the canal much traffic 
then moving by railroad, including traffic to and from industries 
located upon the New York Central itself, and that the railroad 
would be compelled to perform switching movements at relatively 
small charges in lieu of enjoying remunerative line hauls. 

With these conflicting views before it, the Commission held: (1) 
that it might require an installation of physical connection between 
a rail carrier’s line and a dock; (2) that it might determine which 
carrier should build; (3) that it might prescribe the terms and con- 
ditions upon which the connecting tracks should be operated, and fix 
the sum which should be paid to or by either carrier in connec- 
tion with either construction or operation; and (4) that it was in 


195 1.C.C. 119, 1924. 
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the public interest that defendant should perform the operating 
services which the state prayed the Commission to require.’ 

This ruling represented a striking victory for the Erie Barge Canal, 
although it did not alter the fundamental difficulties which the canal 
has to overcome. 


Control and Division of Through Rates 


The matter of through rates presents a second set of instances 
where a water line may be hampered in competing with a rail line 
by the refusal of rail carriers to make proper arrangements for the 
successive and continuous movement of goods. This means: (a) 
through rates; (b) a proper division of charges between codperating 
carriers. Unless both are present, the water carrier will be ham- 
pered in doing business and may eventually fail. This is not true 
of the rail or other land carrier. The railroad is self-sufficient; there 
are, on the other hand, no major currents of inland traffic in the 
United States which are served entirely by water, so the water line 
must cooperate or starve. 


Through Rates Essential to the Development of Water Service 


The reasons why through rates are essential to the successful 
development of water, and especially of river, traffic in the United 
States were concisely set forth by the Mississippi-Warrior Service 
in 1923. These reasons were explained under three heads, as follows: 


“First.—There were no facilities left on any river for doing 
a local business. Industries on these rivers had been system- 
atically developed to use rail transportation to the virtual exclu- 
sion of the river. Shipment by water entailed an additional 
cost over shipment by rail from these river bank city industries. 

“Second.—Every important watercourse had been paralleled 
by one or more rail lines, and lateral railroads which formerly 
fed the river trunk lines had been merged with the competing 
railroads and could not be relied upon to adjust their local rates 
so as to act as feeders to the barges. 

“Third.—Most of the important rail rate structures had been 
devised to comprise great blanket areas of origin or destination’ 
in which rates to and from interior points one hundred or more 
miles from the river were slightly if any higher than the rates 
to the river cities. Local rates operating from river points over 


1 The Commission’s order in the Barge Canal Case was sustained in United States o. 
New York Central R. R. Co., Sup. Ct. 47 Rep. 130, 1926. 
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rail lines reaching laterally from the river cities into these 
blanket areas were built up sharply on mileage and no series of 
proportional rates which a barge line could afford to make would 
enable the public in these cities and towns in interior blanket 
areas to get any substantial benefit from the savings of water 
transportation.” 1 


The conditions explained in the three preceding paragraphs are 
most clearly evident along the rivers and canals of the country and 
less so along the Great Lakes, but they have some significance in all 
parts of the country. 


Reasons for Reluctance of Rail Carriers 


Rail carriers, upon the other hand, are slow to respond to the 
request of the water lines for an extensive system of through rates 
and routing. It is probable that this reluctance is, in part, evidence 
of a wish to restrain the growth of inland water transportation. In 
addition to this general motive, however, rail carriers sometimes 
find it more expensive to transfer freight to water than to rail con- 
nections, and not infrequently the delivery of freight to a connect- 
ing water carrier deprives the rail carrier of revenue that it would 
ultimately receive if the shipment in question rested upon the rails. 

This is obviously true when the rail carrier is able to carry a ship- 
ment to destination over its own rails, but it may also be the case 
in less obvious situations. ‘Thus, the Chicago, Burlington, and 
Quincy and connecting carriers proposed, in 1924, to restrict the 
application of proportional joint rates on grain and grain products 
from Missouri River cities to Cairo, Illinois, for beyond, to ship- 
ments moving beyond Cairo via rail lines. This action would have 
implied the collection of local railroad rates to Cairo on grain there 
delivered to barges on the Mississippi River.? Similarly, the south- 
ern and northern Alabama railroads proposed to charge local rates 
on pig iron from Sheffield to Florence, Alabama, on the Tennessee 
River, when the movement beyond Florence was by water, although 
they were willing to quote through rates when the movement beyond 
Florence was by rail.? 

In each instance the carrier which handled the inbound move- 


1 United States War Department v. Abilene and Southern Railway, 77 I. C. C. 377, 


324-325, 1923. ; ar ; aes 

2 Grain and Grain Products from Missouri River Points to Cairo, Illinois, When for 
Beyond, 91 I. C. C. 365, 1924. 

3 Pig Iron between Florence and Sheffield, Alabama, When for Beyond, 89 I. C. C. 
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ment to Cairo or to Florence, as the case might be, hoped as partial 
recompense for a low inbound rate to participate in a subsequent 
outbound haul. It could not expect participation in the carriage of 
freight that moved out of Cairo or Florence by water, and was un- 
willing to quote low inbound rates without an inducement of this 
sort. 


Application of the Mississippi-Warrior Service 


A thorough discussion of joint rail and water rates in the United 
States and of their division between rail and water carriers was pre- 
cipitated, in 1923, by complaint of the government-operated barge 
line upon the Mississippi and Warrior Rivers. To this complaint 
we have already referred. 

It appeared, in 1923, that rail carriers had entered into joint ar- 
rangements with the barge lines for the carriage of through freight 
between certain destinations; the government desired, however, to 
multiply and extend these arrangements and to secure a more favor- 
able basis for divisions. There was no disposition on the part of the 
rail carriers to refuse through rates. Not only would this have been 
impossible, in view of the authority of the Interstate Commerce Com- 
mission, but the railroads of the country were in the hands of the 
federal government when the Mississippi-Warrior Service was in- 
augurated, and the United States Railroad Administration was not 
likely to be swayed by narrow competitive considerations. Yet it 
was by no means easy, in spite of an agreement upon underlying 
principles, to agree upon the extent to which through rail-and-barge 
and rail-barge-and-rail rates might properly be introduced, and 
to determine the terms according to which revenue upon through 
movements should be divided. 


Rules Governing the Installation of Through Rates 


The petition of the Mississippi-Warrior Service contemplated, in 
1923, an extremely general establishment of through rates and routes. 
The request was country-wide in its scope and embraced thousands 
of proposed adjustments. It is generally impossible for an adminis- 
trative body to deal with a blanket petition of this sort. The Inter- 
state Commerce Commission did, however, lay down two rules: 

1. No rail-and-barge route should be established where the short- 
line rail distance wa the port of interchange between the interior 
point and the point of origin or destination exceeded by more than 
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one-third the short-line rail distance over the most direct route. 
A through route of this type was objectionable because the rail-and- 
water haul was unduly circuitous as compared with the direct route 
by rail. 

2. No rail-and-barge route should be established where the short- 
line rail distance between the interior point and the point of inter- 
change exceeded two-thirds of the short-line rail distance between 
the interior point and the point of origin or destination. If the rail 
haul to the point of interchange did constitute more than two-thirds 
of the entire haul, then the presumption was that the cost of transfer 
between rail and barge would offset the lower expense of water trans- 
portation. To use the Commission’s illustration: a haul from New 
York to Cairo by rail and thence by barge to St. Louis, or a haul 
from San Francisco to Vicksburg and thence by barge to Memphis, 
might not be unduly circuitous, but there would be little, if any, 
saving in rail haul, and not enough barge haul to compensate for 
the transfer expense. 


Division of Rates. Arguments of the Railroad Administration 


The essential principles laid down by the Railroad Administration 
with respect to the division of rates between rail and river lines were 
as follows: 

1. In dividing the revenue on rail and water shipments, the rail 
lines should receive the same revenue as they would receive if the 
traffic moved by rail via the same gateway. 

2. The expense of transfer of freight, over and above that which 
would occur as between rail carriers, was to be assumed by the water 
line.* 

These principles, when carried into effect, were expected to make 
it a matter of indifference to the railroad whether it interchanged 
traffic with the barge line or with another railroad carrier. Inci- 
dentally, they also had the effect of placing upon the water lines the 
entire burden of any differential rate which the water carrier saw 
fit to quote in order to attract traffic, because these differentials did 
not affect the rail carrier’s division up to the gateway in the event 
that the traffic moved beyond by rail. In practice, the barge rate 
or rail-and-barge rate was made 80 per cent of the all-rail rate be- 
tween points of origin and destination. This 20-per-cent reduction, 


1United States War Department v. Abilene and Southern Ry. Co., 77 I. C.C. 317, 
325-326, 1923; ibid., 83 I. C.C. 742, 1923; ibid, 92 1. C. C. 528, 1924; tbid., 100 
I. C.C. 491, 1925; Corona Coal Co, »v. Secretary of War, 69 I. C. C. 389, 1922. 
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therefore, fell entirely upon the water lines even when traffic moved 
over joint rail-and-water routes. 


Opposing Contentions of the Mississippi River Barge Lines 

The barge lines replied: 

1, That the phrase “expense of transfer, over and above that 
which would occur as between rail carriers,” was an unknown quan- 
tity, incapable of exact statement, and subject to individual interpre- 
tation at each junction, between every two carriers, and on every 
different kind of traffic. 

2. That the proposal to allow the rail carrier the same revenue 
on traffic interchanged with a water line as it would receive on traffic 
interchanged with a rail line at the same gateway did not insure 
equitable divisions. This was because the point at which rail and 
water lines came together might not be one through which the rail- 
road was anxious to move freight, either in connection with a steam- 
ship or with another railroad line. 

This point, referred to in the original case, was clearly illustrated 
in a continuation of the proceedings in 1924,’ when divisions of the 
rates On sugar were, among other divisions, in controversy. Sugar 
is refined both at New York and at New Orleans, and moves from 
either point to Chicago and to the Northwest. Carriers on and 
along the Mississippi River are interested in the development of 
northbound traffic, but the rail lines north of Cairo and St. Louis 
look to the East rather than to the South, and are inclined to demand 
divisions adjusted in order to discourage rather than to encourage 
sugar traffic which reaches them from the South either by water 
or by rail. 

Again, carriers in the Southeast have adopted the rule that when 
a rail carrier has a route of its own between two given points, one 
of which is local to its line, it will not participate with another rail 
carrier in joint rates between these points, except upon receipt of 
a division equal to its local rate between the local point and the 
junction with the other carrier. 

Still again, at New Orleans, certain lines from the Southwest in- 
sist upon abnormally high percentages in order that traffic may be 
diverted to interior Louisiana points which they prefer as junctions 
to New Orleans. 


1 United States War Department, v, Abilene and Southern Ry. Co., 92 I. C. C. 528 
924. 
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Instances of these sorts easily lead the student into highly tech- 
nical rate controversies, but without following them to this point 
they enable us to understand why the barge line was dissatisfied, in 
1923, with a principle that on first statement seemed most fair. 


Principles Approved by the Interstate Commerce Commission 


This phase of the discussion may now be concluded by a summary 
of the Commission’s decision in the Mississippi-Warrior case. Briefly 
stated, the Commission’s conclusion was that: 


“Tt, The problem is to determine the fair share which each 
participating carrier should receive of the joint rates which have 
been established. 

“2, As a basic principle, it is fair that the rail lines should 
receive the same revenue as they would receive if the traffic 
moved all rail by the same gateway; but this principle is subject 
to qualifications. 

3. The rail lines are not fairly entitled to the same divisions 
as they would receive all rail where those divisions have not been 
largely determined by the relative amount and cost of the service 
rendered, but in substantial part by considerations extraneous to 
the service, such as protection of the long haul, diversion of the 
trafic to other gateways, etc. 

“4. In determining the fair divisions of the rail lines, two tests 
may properly be applied: First, the general level at the gate- 
way of divisions of joint all-rail rates upon which traffic moves in 
reasonable volume .... .; and second, the results derived from 
the application of a rate prorate basis, using as factors the first- 
class rail rate between the port of interchange and the interior 
point and the first-class barge rate between the port of inter- 
change and the port of origin or destination.” : 


The Commission meant by a rate prorate basis a division of the 
through rail-and-water rate which allotted to each carrier the same 
proportion of the joint through rate that its first-class rate to the 
point of interchange bore to the sum of the first-class local rates 
of the two participating carriers from point of origin of the shipment 
to the interchange point and from the interchange point to final 
destination of the goods. The other phrases in the Commission’s 
conclusions need not be further discussed. 


1 United States War Department v. Abilene and Southern Ry. Co., 77 I. C. C. 317, 
358, 1923. 
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General Reflections Upon the Organization of Inland Water- 
way Control 


The intimate relations between rail and water transportation in 
the United States determine the form taken by machinery of regu- 
lation. There is, of course, an argument which may be urged to 
justify the erection of a separate board for the regulation of inland 
waterways, or reliance upon the Shipping Board for this same 
purpose in lieu of the present practice of relying upon the Interstate 
Commerce Commission for most inland water regulation. The argu- 
ment is, briefly, that inland navigation should be controlled by men 
who are free to appreciate its utmost possibilities and who are not 
restrained by close associations with rail lines. Shipping men gen- 
erally do not like to surrender their competitive liberties for a sys- 
tem of stable, balanced transportation which emphasizes equality 
as against cheapness, and they do not wish to see the expansion of 
water services limited in the interest of other forms of transportation. 
This point of view is strongly represented in the intercoastal trade, 
and something may be said for it upon the Great Lakes. 


Reasons for Concentrating the Authority to Regulate in a 
Single Body 


The facts support very strongly, nevertheless, the present policy 
of vesting broad control in the Interstate Commerce Commission 
over rail and water transportation. It is evident, for one thing, 
that the only kind of an organization that can give inland water- 
ways protection is one that exercises authority over rail carrriers. 
The reasoning which leads to this conclusion is elementary and 
compelling. It may be true that intercoastal carriers can hold 
their own against rail competition, and Lake carriers may do it 
also, but river and canal carriers cannot, and even Lake transporta- 
tion lines are handicapped when railroads deny them reasonable co- 
operation. A railroad commission is the best agency for accomplish- 
ing this purpose of the law. 

The other reason for placing control of inland waterways in the 
hands of the Interstate Commerce Commission is that rate adjust- 
ments over the water lines have the effect of admitting certain cities 
into desirable markets and of keeping others out, thus creating prob- 
lems which we have discussed under the head of local discrimination, 
and they affect the ability of rail carriers to earn a fair return. It 
is inconceivable that there should be two different policies at one and 
the same time in the United States with respect to these two mat- 
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ters, and if one policy is to be applied to two closely related means 
of transport, then one agency should administer it. Hence it becomes 
necessary for the government organization that regulates transpor- 
tation rates by rail to determine also what rates shall be applied 
by inland water routes. It is probably unfortunate that the Inter- 
state Commerce Commission does not, in this country, have authority 
over port-to-port movements upon the Mississippi River and the 
Great Lakes, since these are essentially part of the general current 
of inland movement; but even without this, there is a reasonable 
degree of concentration of responsibility and unity of control. There 
is no serious dissatisfaction with the Commission’s policy, and no 
likelihood of an immediate change in the statutes regulating our 
inland waterways. 


REFERENCES 
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CHAP ke ee Ey 


STATUTORY CONTROL OF MOTOR-VEHICLE COMMON 
CARRIERS IN THE UNITED STATES 


Regulation of Automobile Traffic 


The regulation of motor-vehicles is still experimental, uncertain, 
and highly detailed. This chapter will, therefore, be brief, and will 
concern itself more with questions of types of control, problems of 
jurisdiction, and proposed legislation, than with an enumeration and 
analysis of the clauses of existing law. 

Among the specific matters dealt with by local regulation at the 
present time are, besides speed, weight, and size of cars, the control 
of air brakes, number, color and position of lights, gongs and whistles, 
fenders, the location of gasoline tanks, the strength of chassis frames, 
limitations on body dimensions, emergency doors, and regulations 
governing priority at intersections, hand signals, and parking. 

There is little occasion for dispute regarding the powers of gov- 
erning bodies where the safety of the traveling public is concerned, 
nor is there any great difference of opinion with respect to the de- 
sirability of this sort of public regulation of motor-vehicle trans- 
portation." 


Variety of Local Requirements 


The most immediate practical difficulty connected with public 
control of the safety of motor traffic is found in the variety of regula- 
tion in different jurisdictions. ‘This may be illustrated by a summary 
of a few of the rules regarding buses in force in different states. 

Weight. Louisiana restricts the gross weight of motor-vehiclés to 
15,000 pounds. In Colorado the limit is 16,000 pounds on four 
wheels; in Alabama it is 20,000 pounds; and in other states the 
limit ranges from 18,000 to 30,000 pounds. Sometimes the maxi- 
mum limit of weight is expressed in a single gross figure, but fre- 
quently the law sets a maximum per axle, a maximum per inch width 
of tire, and a total maximum for the car. The permissible weight” 
varies in some states with the thickness of the tire as well as with 
its width; in other states such refinements are neglected. 

Size. Most states regulate the width of the motor-vehicle, and 

1In Gizzarelli ». Presbrey, 117 Atl. 359, 1922, a state law denying aliens the right 


to operate motor-buses in Rhode Island was sustained as a regulation promoting 
public safety. 
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many control height and length as well. Limitation of automobile 
dimensions is an obvious necessity; there is a considerable difference 
of opinion, however, as to what the limit shall be. Thus Florida 
and Louisiana prescribes a maximum width of 84 inches; Missouri 
and North Carolina, 86 inches; Kentucky, Maryland, Nebraska, 
South Carolina, Texas, and West Virginia, 90 inches; Arkansas and 
24 other states, 96 inches, and Rhode Island, 102 inches. 

Speed. A common prescription is a maximum speed of 35 miles 
an hour in the open country, with lesser speeds in more closely set- 
tled sections. Kentucky and Kansas, however, permit a speed of 
40 miles per hour, and in Nevada the limit is 45 miles. In 18 states 
the maximum speed permitted passenger cars in the open country is 
30 miles per hour or less. 

Brakes. In Michigan it must be possible to stop the vehicle in 
fifty feet from a speed of 20 miles per hour. California requires 
that the wheels must be capable of being locked at 10 miles. New 
Jersey merely requires ability to hold the vehicle stationary on a 
15-per-cent grade. Rhode Island and Connecticut require the ability 
to lock the wheels with the vehicle in motion. 

Marker lights. Markers indicating the full width of the bus are 
required in Arkansas, Massachusetts, and Minnesota. Michigan 
requires three green lights placed horizontally, six inches apart, at 
both front and rear. North Dakota requires three green lights at 
the lower right side of the windshield. Connecticut, however, re- 
quires the front markers on the destination sign to be of purple, 
and three inches in diameter. 

Warning signals. Gongs, bells, whistles, and sirens are prohibited 
in various states, while Massachusetts requires an exhaust whistle. 

Emergency door. Michigan, New Hampshire, and New Jersey 
require the door to be in the back. Connecticut requires the emer- 
gency door to be at the rear of the left side. The District of Columbia 
Iowa, Massachusetts, New York, Vermont, and West Virginia per- 
mit the door to be placed either on the left side or at the rear. 

Grab-handles. Massachusetts requires grab-handles at each receiv- 
ing door, while New Jersey forbids outside grab-handles. As most | 
bus operators agree with the New Jersey regulation, standard bodies 
are built without outside grab-handles, the handles being specially 
applied for Massachusetts orders.’ 

These few illustrations, taken more or less at random from a con- 


1 Horine, Merrill C., “Buses and Laws Affecting Them,” Railway Age, September 
2, 1926, p. 603; Fenner, D. C. and Horine, Merrill C., “Bus and Truck Design 
Hampered by Laws.” Raihway Age. July 23, 1927, p. 183. 


674. PRINCIPLES OF INLAND TRANSPORTATION 


‘ 


siderable body of local regulation on the subject of motor-buses, are 
sufficient to suggest a source of embarrassment to buses which 
operate in more than one state where the laws of those states con- 
flict, as well as to show the tentative character of safety prescrip- 
tions at the present time. 


Extent of State Supervision Over Motor-vehicle Common 
Carriers 


On January 1, 1927, 42 out of 48 states and the District of Colum- 
bia had laws regulating the business of common carriage by motor- 
vehicles. In addition, the railroad or public-utility commissions of 
Alabama, Arkansas, Georgia, and Nebraska had jurisdiction over 
motor-vehicle common carriers under general common-carrier law, 
although the commissions of Georgia and Nebraska have attempted 
little or no control of automotive transportation. Only in Dela- 
ware, Florida, and Missouri were automobile common carriers sub- 
ject to no state regulation. Most of the states which had regulatory 
laws, vested in a board or commission the power to grant or to with- 
hold certificates of convenience and necessity, the power to fix rates, 
fares, charges and classifications, to regulate service and safety of 
operation, and to require the filing of reports. In Illinois, Iowa, 
Kansas, New Jersey, New York, Ohio, Oregon, Pennsylvania, South 
Dakota, Texas, and Washington the commission prescribed or super- 
vised the carriers’ accounting systems. In California the railroad 
commission supervised the fiscal affairs of motor-vehicle common 
carriers. The right to inspect books and, generally, to make rules 
and regulations, was a common feature of state laws, while less fre- 
quently the right to order improvements was specifically reserved. 


Benefits of Regulation of Motor Carriers 


It is conceded by motor carriers themselves that regulation has 
been of great benefit to the industry. Mr. Howell, vice-president 
and general manager of the Motor Transit Company of California, 
has described conditions in his state before regulation became effec- 
tive in a way which leaves no doubt as to the importance of regulatory 
control. ; 

Speaking with respect to the operation of motor carriers in Cali- 
fornia before the period of regulation, Mr. Howell says: 


“It was a chaotic condition, without responsibility, without 


! Motor Vehicle Conference Committee, State Regulation of Motor-Vehicle Common 
Carrier Business, 1927 edition. 
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inspection, a great menace to the public health and morals and 
to the pocket book of the community. Anybody who could make 
the first payment down on a second-hand car would go into the 
business. The car would break down and the passengers were 
left stranded wherever they happened to be, and the driver 
disappeared. If there happened to be a fire and the car burnt 
up, that was all there was to it. He lost his investment, his first 
payment on the car, and under the contract the seller had no 
recourse for any salvage from the fire loss. 

“The game got so bad that cigar stores, bootblacks, news- 
boys, were selling tickets over stage lines, taking a commission 
of 10, 15, 20 or 30 per cent on the sale, and if the car which 
was to carry the passenger didn’t show, the passenger had no 
recourse. . . . Some of these people found it was cheaper to 
have tickets printed and sell them over some fictitious name of 
a stage line and never make any attempt to find transportation 
for the passenger, and when he (sic.) had collected several hun- 
dred dollars or a thousand or more he would close his cubby-hole 
window and go off with the proceeds, leaving the tickets lying 
around. ... The City [of Los Angeles] passed an ordinance 
finally making it a misdemeanor to sell tickets over any stage 
line except through a permit of the Board of Public Utilities 
and the filing of a bond to protect the public against such mis- 
use. 

“And it was by different little things day after day that we 
finally got the carriers down to responsibility and regularity, 
open fares, published fares, and schedules, and later that spread 
to the State when the State laws were passed.” 4 


The Function of Motor-carrier Regulation 


Apart from the prevention of abuses described in the foregoing 
paragraphs, the function of motor-vehicle regulation is to secure 
adequate service at reasonable rates for the public and, on the other 
hand, to protect the carrier against irregular and irresponsible com- 
petition. 

Recent hearings before the Interstate Commerce Commission have 
enabled the public to demand that motor carriers be required to 
apply for certificates of convenience and necessity before they begin 
to operate, and that they take out full insurance, or give proper bond 
or other satisfactory evidence of their ability to meet claims which 


1 Motor Bus and Truck Investigation, sup. cit., pp. 1780-1782, testimony Howell. 
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may legitimately be placed against them. Shippers have also asked 
that carriers by truck be required to issue a bill of lading or other 
receipt for goods tendered to them for transportation, and be legally 
responsible to the holder of such a bill for the safe carriage of goods 
to destination. There is little complaint of unreasonable or discrim- 
inatory rates by either bus or truck. Rail carriers, however, believe 
that motor carriers should be required to publish their rates and 
fares and to give reasonable notice of change, and that they should 
be subject to the same sort of obligation to render adequate service 
when they undertake to render service that is now enforced in the 
case of transportation by rail. 


Difference Between Motor-buses and Motor-trucks 


There is a distinction to be made in regulation between the con- 
trol of motor-bus lines and that of motor-trucks. Motor-buses 
usually operate between fixed termini, over regular routes, on regular 
schedules, and at fixed fares. They are, that is to say, common car- 
riers, very similar to railroads in their methods of operation. They 
can be subjected to the same type of control which has been suc- 
cessful in the case of railroads without peculiar difficulty. The case 
is, however, different in the case of motor-trucks. 


Arguments Against Public Control of Motor-trucks 


The principal arguments against the extension of systematic regu- 
lation to the motor freight industry are of two sorts. It is undoubt- 
edly true, for one thing, that the motor truck is still in a period of 
rapid and somewhat uncertain development. It does not, characteris- 
tically, operate over fixed routes, and would be embarrassed if pre- 
vented from picking up traffic wherever business could be found. It 
has no satisfactory information with respect to cost of doing business, 
and no standardized practice with regard to rates. The variety of 
service rendered, indeed, and the unexpected character of the de- 
mands made upon the motor-truck carrier still make the restriction 
of trucks to prescribed routes uneconomical, and the formulation of 
a tariff almost impossible. Truck transportation is, in considerable 
measure, still emergency service. A machine will break down and_ 
an entire plant be closed for repairs. A factory will receive an ex- 
port order requiring the furnishing of a consignment in time for a 
specified boat connection at a port. If the necessary parts for the 
machine, or the goods required to fill the order, can be loaded upon 
a motor-truck and promptly forwarded, the owner of the plant will 
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be saved expense, or the factory will have gained an order. If the 
shipper is compelled to seek out a motor carrier authorized to serve 
the territory in which the break occurs, or if the carrier when found 
has no tariff covering the movement and a published tariff is re- 
quired, an expedited and desirable movement will have been pre- 
vented. 

At the present time, moreover, the difference between different 
companies with respect to terminal conditions, length of hauls, den- 
sity of traffic, character of roads traversed, and balance of incoming 
and outgoing loads is so great that the elaboration of standards is 
almost impossible. 


Private Carriers Make Regulation Difficult 


Another fact which makes regulation of the trucking industry dif- 
ficult is the presence of the private carrier. We have already seen 
that the percentage of motor-trucks engaged in common-carrier 
operation probably does not exceed ro per cent of all trucks, and 
that the inclusion of contract carriers would not raise the proportion 
beyond one quarter. It follows that public regulation of the motor 
freight common carrier is directed to a very small portion of a com- 
petitive field. If government requirements become burdensome, 
business will shift from common to contract carriage, or shippers 
will buy and use trucks of their own. The traffic will still not be 
regulated, although some carriers may be. 


State Control Over Private Carriers 


This leads us to refer to attempts to control the private, or at 
least the contract, motor carrier. Some control can of course be 
exercised over the private carrier without serious opposition. Thus 
private as well as common-carrier transportation agencies must com- 
ply with all reasonable safety regulations which local or federal 
authority may see fit to impose. The law not infrequently, how- 
ever, goes further than this, and attempts to force private carriers 
to apply for permits to operate on the same basis as common carriers, 
or even declares that persons who transport upon the public high- 
ways for hire become thereby common carriers and subject to all 
the responsibilities thereof. 


Recent State Laws 


There are a number of illustrations of this type of legislation in 
the recent enactments of the several states. Thus Ohio, for example, 
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declares that transportation for hire of persons or property in motor- 
propelled vehicles over the streets and highways of the state con- 
stitutes the operators of the vehicles common carriers, whether or 
not these operators intend to dedicate their property to public use.? 

California defines the term transportation company to include 
“every corporation or person ... operating ... any automobile, 
jitney bus, auto truck, stage or auto stage used in the business of 
transportation of persons or property, or as a common carrier, for 
compensation, over any public highway in this state between fixed 
termini or over a regular route, and not operating exclusively within 
the limits of an incorporated city or town or of a city and county,” 
and requires all transportation companies to obtain a certificate of 
public convenience and necessity from the state railroad commission 
before beginning operations.? 

The Utilities Act of the State of Utah defines a “common carrier” 
to include every automobile corporation engaged in the transporta- 
tion of persons or property for public service over regular routes 
between points within the state, and an automobile corporation to 
include every corporation or person engaged in or transacting busi- 
ness of transporting passengers or freight, merchandise, or other 
property, for compensation, by means of automobiles or automobile 
stages on public streets, roads, or highways along established routes 
within the state. Still other states use language intended to have the 
same effect as that in the statutes of Ohio, California, and Utah. 


Decisions Denying the Right of the State to Force Public Re- 
sponsibilities Upon the Private Carrier 

State courts have differed with respect to the validity of laws like 
these which seek to compel corporations that have never voluntarily 
dedicated themselves to public service to assume the peculiar duties 
and liabilities of the common carrier. The Supreme Court of Utah 
has said that the state has no power to convert, by mere legislative 
fiat, a private business into a public utility. A private and a public 
carrier are to be distinguished on accepted legal principles which 
the state may not change, and the distinction persists in spite of the 
declaration of a legislative body. The Supreme Court of Ohio has 
taken the same view.? 


1110 Ohio Laws, 211. 

? Statutes of California, 1919, chap. 280. 
3 State v. Nelson, 238 Pac. 237, 1925. 
‘Hissen v. Guran, 146 N. E. 808, 1925. 
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Decisions Affirming the Right of the States to Control Private 
Carriers 

On the other hand, the Supreme Court of California has defended 
the right of a state legislature to subject private automobile carriers 
to legislative and commission control upon two grounds. The first 
of these is that the private carrier, like the common carrier, makes 
use of the public highway. The right to use the highway is regarded 
as a privilege, which the legislature may grant or withhold at its 
discretion or which it may grant upon such conditions as it may im- 
pose. ‘The second ground is that the private carrier competes with 
the public one, and both must be equally controlled if the public is 
to have reasonable rates and service that is adequate, regular, and 
reliable.t 

Both of the justifications which the California Supreme Court 
offers for state control of private services have force, especially when 
applied, as in California in Frost v. Railroad Commission, to compel 
a private carrier to apply to the state commission for a certificate 
before it begins to operate. The opinion of the federal Supreme 
Court is not, however, favorable. 


Conclusions of the United States Supreme Court 


The conclusions of the Supreme Court of the United States on the 
subject of the state’s relation to private carriers have been expressed 
in the decisions of Michigan Public Utilities Commission v, Duke 
and of Frost v. the Railroad Commission of the State of California. 

In Michigan Public Utilities Commission v. Duke, the automobile 
operator was a private carrier by truck, operating forty-seven motor 
trucks and trailers between Detroit, Michigan, and Toledo, Ohio. 
Duke had never undertaken to carry generally for the public, and 
he had never sought or exercised special privileges such as the right 
of eminent domain. Duke fell, however, under the classification of 
the Michigan Public Utility Act of 1923, which declared: (1) that 
no person should engage in the business of transporting persons or 
property by motor-vehicle for hire upon the public highways of the 
state over fixed routes or between fixed termini unless he should 
have obtained from the Michigan Public Utilities Commission a per- 
mit to do so; (2) that all persons engaged in the transportation of 
persons or property for hire by motor-vehicle upon or over the 

1 Frost v. Railroad Commission, 240 Pac. 26, 1925; Holmes v. Railroad Commission, 
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public highways of the state should be common carriers; and, (3) 
that all common carriers should carry insurance or furnish an in- 
demnity bond for the protection of those for whom they hauled. 
Duke had taken out no permit and had filed no bond; he asked an 
injunction to prevent Michigan officials from barring him from the 
public highway. 

We shall return to the Duke case presently because it involved a 
question of interstate commerce as well as a problem of defining 
the extent of public control over private carriage in the State of 
Michigan. The Supreme Court was quite clear, however, apart from 
any consideration of interstate commerce, that a state could not 
make a private carrier into a public one by decree, for that, it said, 
would be taking private property for public use without just com- 
pensation, in violation of the due-process-of-law clause of the Four- 
teenth Amendment to the Constitution of the United States.1 

The ruling in the Duke case did not answer the argument for 
state control of private carriers advanced in California and in Ken- 
tucky, which rested upon the right of the state to grant or to with- 
hold the use of the public roads from carriers which declined to 
accept a common-carrier status. Seventeen months later, however, 
the Supreme Court handed down a second decision in which this 
contention was carefully considered. 


Frost v. Railroad Commission 


The case of Frost v. the Railroad Commission of the State of 
California involved the validity of the very California law that we 
have already summarized. The complainant was a truck line, en- 
gaged under a single contract in transporting, for stipulated com- 
pensation, citrus fruits over the public highways of the state be- 
tween fixed termini. The question was as to whether this truck line 
could be compelled to secure a certificate of public convenience and 
necessity from the state railroad commission and to submit to a 
regulation of its rates and fares. ‘The Supreme Court answered 
the question in the negative, largely, apparently, because it re- 
garded the arguments in its favor as a subterfuge. Doubtless, the 
Court said, the state might impose conditions upon those who desired 
to use its roads; but it could not impose every kind of condition, nor 
any condition at all which required the relinquishment of constitu- 
tional rights. Hence the state could not require an individual to 
assume the responsibilities of a common carrier as the price of the 


* Michigan Public Utilities Commission », Duke, 45 Sup. Ct. Rep., 191, 1925. 
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privilege of doing business upon the highway, for this would take 
property without due process of law. Nor was the apparent bargain 
a free one. Having regard to form alone, it was, indeed, true that 
the California Act might be regarded as an offer to the private car- 
rier of a privilege which the state might grant or deny, upon a con- 
dition which the carrier was free to accept or to reject. In reality, 
the carrier was given no choice, except a choice between the rock 
and the whirlpool—an option to forego a privilege which might be 
vital to his livelihood or submit to a requirement which might con- 
stitute an intolerable burden.! 


Arguments in Favor of Public Regulation of Private Carriers 
by Motor-truck 


The decision in Frost v. Railroad Commission did not deprive 
the states of all control over private carriers, but it confined them 
rather narrowly to safety regulations which could be justified under 
their police power. It may be unfortunate that regulation is so 
limited, although it must be recognized that control of private truck 
lines presents problems of great complexity. In railroad service the 
private carrier usually operates over its own right of way, one at 
least of its termini is usually upon land which it owns, and the char- 
acter of the business is such that it offers little competition to other 
established means of transportation. On the other hand, the private 
motor freight vehicle operates over the public roads, frequently in 
direct competition with rail or water service, and conceivably also 
in competition with motor common carriers. If its rates cannot be 
controlled, the regulation of other rates becomes difficult, and if it 1s 
not obliged to take out certificates of convenience and necessity, the 
whole theory of a controlled and responsible transportation service 
as contrasted with a theory of competitive and irresponsible service 
becomes difficult to apply. 


Conflict of State and National Authority 


Local safety regulations may be applied to private and common 
carriers and to vehicles engaged in inter- or intrastate commerce, 
with only such distinctions as are reasonably appropriate to the 
different types of vehicles concerned. This well-known principle 
of constitutional law covers all of the types of regulation described 
in the early part of this chapter, as well as other instances where the 


1 Frost v. Railroad Commission, 46 Sup. Ct. Rep. 605, 607, 1926, 
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application is perhaps not quite so clear. Such a case was that of 
Kane v. New Jersey, decided in 1916. 


Kane v. New Jersey 


In Kane v. New Jersey,! the New Jersey automobile law of 1906, 
as amended in 1908, was called in question. This Act provided that 
no person, whether a resident or nonresident of the state, should 
drive an automobile upon a public highway unless he should have 
been licensed to do so and the automobile should have been registered 
under the statute; and also that a nonresident owner should appoint 
the Secretary of State his attorney, upon whom process might be 
served “in any action or legal proceeding caused by the operation 
of his registered motor-vehicle, within this State, against such owner.” 
The statute fixed the driver’s license fee and the car registration fee, 
and directed that the moneys received from fees in excess of the 
amount required for the maintenance of the Motor Vehicle Depart- 
ment were to be applied to the maintenance of improved highways. 

Kane, a resident of New York, was arrested while driving his 
automobile on the public highways of New Jersey on his way from 
New York to Pennsylvania. He was duly licensed as a driver both 
in New York and in New Jersey, but he had not registered his car 
in New Jersey as the statute required, and he had not filed with 
the Secretary of State for New Jersey the prescribed instrument 
appointing that official his attorney. 

Kane contended that the statute was invalid as to him, a non- 
resident, because it violated the Constitution and laws of the United 
States regulating interstate commerce. But the United States Su- 
preme Court followed an earlier Maryland case which held that 
“in the absence of national legislation covering the subject a State 
may rightfully prescribe uniform regulations necessary for public 
safety and order in respect to the operation upon its highways of 
all motor-vehicles—those moving in interstate commerce as well as 
others.” Kane’s contention was therefore overruled and the New 
Jersey law sustained.” 


Concurrent Powers of the States 


When state and local rules extend beyond the question of safety, 
and no distinction is made between state and interstate traffic, an- 
other principle may be involved to justify the action of the local 


Lage WES) 160; ror. 
* Hendrick v. Maryland, 235 U. S. 610, 1915. 
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authority. This is the principle of “concurrent powers,” already 
referred to in Chapter XXVI. It is admitted that the power of 
Congress is supreme over interstate automobile as over interstate 
railroad traffic, yet when the public interest is best conserved by 
local and diverse enactments rather than by a single, uniform rule, 
courts will recognize the fact that inaction by Congress is not equiva- 
lent to a congressional declaration that no action is desirable, as one 
might suppose, and they will permit some degree of local control 
over subjects which Congress might admittedly direct if it felt so 
inclined. 

The problem of state regulation of interstate commerce by auto- 
mobile includes, therefore, the task of determining what are the 
subjects in this field which demand, or perhaps permit, of diversity 
of treatment, as distinguished from those in which a single uniform 
rule is imperatively demanded. In the one class of cases the states 
have concurrent powers; in the other they have not. The reader 
must be referred to treatises upon constitutional law for the general 
discussion of the “concurrent powers” over interstate commerce 
which state legislatures possess, but attention will be drawn here 
to recent cases in which the United States Supreme Court has indi- 
cated limits beyond which the states cannot go. 


States May Not Refuse a Bus Line Permission to Operate in 
Interstate Commerce. Michigan Public Utilities Com- 
mission v. Duke 

We have already referred to the case of Michigan Public Utilities 

Commission v. Duke in discussing the authority of a state to regulate 

a private carrier. The carrier in this case had three contracts to 

transport from Detroit, Michigan, to Toledo, Ohio, automobile bodies 

made at the plants of three manufacturers in Detroit and intended 
for the use of an automobile manufacturer at Toledo. It will be 
recalled that the Michigan law imposed three requirements upon all 
persons engaged in the business of transporting persons or property 
by motor ee acts for hire upon the public highways of the state over 
fixed routes or between fixed termini: (1) that a permit should be 
obtained from the Michigan Public Utilities Commission; (2) that 
all such persons should be common carriers and subject to laws, 

including regulatory laws, applicable to common carriers; and (3) 

that all common carriers should carry insurance or furnish an in- 

demnity bond for the protection of those for whom they hauled. 

In considering the relation of those rules to interstate commerce, 
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the United States Supreme Court held that they went beyond the 
powers of the state government to enforce. “Clearly,” said the 
Court, “these requirements have no relation to public safety or order 
in the use of motor-vehicles upon the highways, or to the collection 
of compensation for the use of the highways. The police power does 
not extend so far.” “It is well settled,” added the Court in another 
place in its decision, “that a State has no power to fetter the right 
to carry on interstate commerce within its borders by the imposition 
of conditions or regulations which are unnecessary and pass beyond 
the bounds of what is reasonable and suitable for the proper exercise 
of its powers in the field that belongs to it.” In accordance with 
these expressions of opinion, an injunction restraining the Michigan 
Public Utilities Commission from enforcing the state law against 
Duke was sustained.} 

It will be observed that the Duke case involved a private carrier 
and left undetermined the question as to whether a common carrier 
which desired to engage in interstate transportation could be re- 
quired to obtain a certificate of convenience and necessity from 
one or all of the states concerned. This additional point was, how- 
ever, soon settled. 


Buck v. Kuykendall 


In Buck v. Kuykendall? suit was brought by a citizen of the State 
of Washington, named Buck, who wished to operate an auto stage 
line over the Pacific highway between Seattle, Washington, and Port- 
land, Oregon, as a common carrier exclusively for through interstate 
passengers and express. Buck obtained a license from Oregon, but 
the State of Washington refused to grant him a certificate of con- 
venience and necessity upon the ground that Seattle and Portland 
were already adequately served by connecting steam and auto lines. 
The United States Supreme Court said that this refusal was illegal. 
State regulation might be upheld, even as to interstate commerce, 
when its purpose was to promote safety upon the highways and 
conservation in their use; it could not be supported when it attempted 
only to prevent competition. This second type of control was an 
obstruction to interstate commerce, not a mere regulation of the 
manner of use of highways within the state. Still another case, 
decided the same day, applied the same principle to a motor com- 
pany that vainly sought a permit from the State of Maryland to do 


1 Michigan Public Utilities Commission v. Duke. 266 U. S. 570, 1925. 
25.67 UWS) 307, 1925. 
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an exclusively interstate business as a common carrier of freight over 
specified routes.? 


Interstate Buses Corporation v. Holyoke Street Railway Com- 
pany 

The only subsequent case in which the United States Supreme 
Court has had occasion to apply the rule of the Duke and Buck 
decisions has been that of Interstate Buses Corporation v. Holyoke 
Street Railway Company.? This litigation concerned a Massachusetts 
statute of 1925 which contained the following provision: “No per- 
son shall operate a motor-vehicle upon a public way in any city or 
town for the carriage of passengers for hire so as to afford a means 
of transportation similar to that afforded ‘by a railway company by 
indiscriminately receiving and discharging passengers along the route 
on which the vehicle is operated, or as a business between fixed and 
regular termini, without first obtaining a license. . . . No person 
shall operate a motor-vehicle under such license unless he has also 
obtained from the department of public utilities a certificate that 
public convenience and necessity require such operation. Anyone 
operating under a license from local authority and a certificate from 
the department is declared to be a common carrier and subject to 
regulation as such.” 

The Interstate Buses Corporation operated a line of buses be- 
tween Hartford, Connecticut, and Greenfield, Massachusetts, car- 
rying persons from one state into another, and also those whose 
journeys began and ended in Massachusetts. It took out, however, 
no license. When prosecuted for violation of the Massachusetts law, 
the company declared that the state Act of 1925 was void as an at- 
tempted regulation of interstate commerce. The Supreme Court, 
nevertheless, sustained the law. 

At first sight the Interstate Buses case appears to have run counter 
to the rule in the Duke and Frost cases that a legislature may not 
compel a private company to accept common-carrier responsibilities, 
and to that of the Buck case which denied the right of a state to 
refuse a certificate of public convenience and necessity. Properly 
interpreted, however, it does not do so. It is to be observed that 
the complainant in the Interstate Buses case was already a common 


1 Bush Co, v. Maloy, 267 U. S. 317, 1925. See, contra, Interstate Motor Transit Co. 
o. Kuykendall, 284 Fed. 882, 1922; Liberty Highway Co. v. Michigan Public Utilities 
Commission, 294 Fed. 703, 1923; Buck v. Kuykendall, 295 Fed. 197, 1924; Bush o. 
Maloy, 123 Atl. 61, 1923; Northern Pacific Ry. Co. v. Schoenfeldt, 213 Pac. 26, 1923. 
2 47 Sup Ct. Rep. 298, 1927. See also Camas Stage Co, v. Kuzer, 209 Pac. 95, 1922. 
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carrier, and had therefore no standing to contest this feature of the 
law, and also that the statute was limited in its application to motor- 
vehicles which, like a railway train, indiscriminately received and 
discharged passengers along the route on which the vehicle was 
operated. This definition was in itself a reasonably good description 
of an offering of public service. The complainant, moreover, had 
never applied for a certificate and so had never been refused one, 
nor was there any reason to suppose that the state proposed to im- 
pose unreasonable requirements as a condition of issuing a permit 
or to refuse a certificate upon the ground that the territory in ques- 
tion was fully served. So far as the facts were shown in the Inter- 
state Buses case, they were consistent with the theory that the 
Massachusetts law was primarily a regulation of local service over 
the state highways, so administered as not to burden interstate com- 
merce, though necessarily affecting it in some degree. 


Recent Decisions of State Courts 


In addition to the Supreme Court decisions there have been de- 
cisions in the state courts subsequent to the Duke and Buck cases 
that have interpreted the federal rule in concrete instances. These 
include the case of Haselton v. Interstate Stage Lines,! in which the 
Supreme Court of New Hampshire held that the right of an inter- 
state bus line to carry interstate passengers did not carry with it the 
right to conduct intrastate business along the line of its interstate 
route with the same degree of immunity from state regulation that 
the interstate traffic enjoyed. The state court recognized the possi- 
bility that such regulation might constitute a burden upon inter- 
state commerce, but it argued, first, that the facts in the case before 
it did not suggest that interstate commerce was being burdened, and, 
second, that the power of the state to regulate intrastate traffic should 
not, in any event, be limited by inference or implication. It was 
conceivable that Congress might find constitutional justification for 
a federal law regulating the intrastate business of interstate carriers, 
but the state at least possessed concurrent powers and might control 
until Congress had occupied this field.? 

This aspect of the subject deserves, and will doubtless receive, 
further consideration. 

In another case decided in Rhode Island in 1925, a common car- 
rier by bus proceeded to operate between Newport, Rhode Island, 


TGR At Agia O20) 
* See also Barrows v. Farnum’s Stage Lines, 150 N. E. 206, 1926. 
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and Fall River, Massachusetts, without applying for a certificate or 
permit, in spite of a Rhode Island statute declaring that no person 
should operate a public-service motor-vehicle transporting passengers 
without obtaining a certificate from the public utilities commission of 
the state specifying the route over which the vehicle should operate, 
the number of passengers it might carry at one time, the service to be 
furnished, and that public convenience and necessity required its 
operation over the selected route.1 

The Supreme Court of Rhode Island held that this carrier could 
not operate without a state permit. The court recognized that the 
Commission could not withhold a permit upon the ground that the 
public was already adequately served, but it was of the opinion that 
the state law was valid in so far as it authorized the Commission to 
specify a route, to limit the number of passengers to be carried at 
one time, and to regulate the service to be rendered. The defendant 
carrier was enjoined from operating until it had obtained a certificate 
specifying these things. 

This case, like the one in New Hampshire, though on the surface 
contrary, conforms in reality to the Supreme Court’s rule. 


Importance of a Well-recognized Division Between Federal and 
State Authority 


It is very desirable to establish clearly and definitely the extent 
of state jurisdiction over interstate motor-vehicle transportation. A 
practical example of the type of confusion which may occur when 
the limits of authority are poorly understood occurred recently, in- 
deed, in connection with trucking business from Indiana cities to 
points in the neighboring state of Ohio. Ohio requires truckmen 
carrying freight from other states into Ohio to take out an Ohio 
permit. Indiana truckmen believe the requirement to be unconstitu- 
tional and refuse to comply with it. As a consequence, a member 
of the Public Service Commission of Indiana complained to the 
Senate Committee on Interstate Commerce in 1926 that Ohio magis- 
trates arrested and imprisoned Indiana truckmen who crossed the 
state boundary in giving an interstate service. In a great many 
instances the driver of the truck was arrested, put in jail without 
bond, kept overnight, and then, when he was taken before the local 
magistrate, was discharged with the admonition that he must not 
come into the State of Ohio again without obtaining a certificate of 


1 Newport Electric Corporation v. Oakley, 129 Atl. 613, 1925. Cf. Cannon Bal} 
Transit Co. v. Public Utilities Commission, 149 N. E. 713, 1925. 
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convenience and necessity. In other cases the truck driver was taken 
before a magistrate and the case was continued from time to time 
until it was finally dropped, the driver being permitted to go on his 
own recognizance. In still other instances there were quarrels with- 
out arrest, and proceedings before the local courts that consumed 
much of the time of the driver and of the motor-truck owners. The 
situation finally grew so bad that Indiana truckmen refused to 
carry freight from Indiana into Ohio, while at the same time, under 
a different interpretation of the law, Ohio truckmen were permitted 
to enter Indiana without molestation.1 Disputes of this type may 
readily lead to serious trouble of an altogether unnecessary and 
gratuitous sort. 


Analogy Between Present Conditions and Those Which Ex- 
isted in 1886 


The apparent conflict between state and federal authority in the 
field of automobile regulation recalls the situation in 1886 after the 
Wabash decision had limited the authority of the states to control 
interstate commerce by rail and before the federal Congress had 
entered the field with the Act of 1887. In some respects conditions 
are even worse than they were in 1886, because transportation com- 
panies have been educated since then with respect to their constitu- 
tional rights by a long experience of regulation under the interstate 
commerce law, and are quick to take advantage of defects in the 
regulating statutes. 


Evasions of State Law in Rhode Island 


A representative’ of the United Electric Railways Company of 
Rhode Island testified, in 1926, to the success with which motor-bus 
lines were evading local regulation in that state by assuming the guise 
of interstate carriers in traffic between the Rhode Island towns of 
Woonsocket, near the Massachusetts border, and Providence, in the 
southern part of the state. 


“Anyone who sees fit—and there are such—,” said the wit- 
ness, “goes to the center of Woonsocket with their busses and 
stops directly across the street from the... street railway 
terminal, and sign their busses, ‘Woonsocket-Providence.’ They 
load their busses just ahead of the cars and trains right there, 
and then run one and one-tenth miles to that border [of Massa- 


1 United States Congress, Senate, Hearings before the Committee on Interstate 
Commerce on S. 1734, 1926, pp. 42-43, testimony Clyde H. Jones. 
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chusetts], go over that border 250 feet where there is a ceme- 
tery and a freight yard, and nothing else, turn around and come 
straight down that highway to Providence with their passengers, 
and it cannot be stopped because under the law, as interpreted, 
it is interstate if the wheels of these vehicles go over the soil of 
another State.” 


A different procedure seems to have been equally effective upon 
the Connecticut side of Rhode Island. The same witness says: 


“From Providence to Westerly, at the Connecticut border is 
some 38 miles over a brand new State highway. Over this route 
a lady named Mrs. Mooney invested in four busses and sought 
permission from the Public Utilities Commission of Rhode Is- 
land for an intrastate certificate of public convenience and neces- 
sity. She obtained it. She filed her bonds for the protection 
of her passengers and created a business between those two 
points and the villages en route. After she had created that 
business, one of these gentlemen said, ‘Well, how can we get in 
on that?’ Very easily. There is a bridge which is located at 
the center of the business district of Westerly, which divides 
Rhode Island from Connecticut, and the middle line of the 
bridge is the boundary line. The bus of this man is taken to 
that bridge and is stopped on the Connecticut side of the bridge 
with the front wheels right at the border line. The man leaves 
the bus and goes ahead 150 feet where her bus is running on a 
scheduled time approved by the commission, and to which she 
holds, and he says, ‘Bus for Providence, express, right here, 
leaves at once.’ The people go down to this express bus and 
he carries the people from Westerly to Providence, and he is 
doing an interstate business with no interstate passengers. And 
you cannot stop it.” ? 


While the experience in Rhode Island may be unusual because 
of the limited area of that state and the consequent nearness of its 
cities to the boundary lines, it is evident that a good deal of traffic 
is bound to escape control if the states cannot take and the federal 
government has not taken steps to regulate it. This is true in spite 
of the doctrine in the Haselton case which denies to interstate carriers 
the right to conduct intrastate business without a state permit, and 
the fact will persist even after evasions of the Rhode Island type have 


1 United States Congress, Senate, Hearings before the Committee on Interstate 
Commerce on S, 1734, 1926, pp. 90-91, testimony Williams, 
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been abolished. The only remedy is the passage of a federal statute, 
the consideration of which has, fortunately, begun.’ 


Proposals for the Federal Regulation of Motor-vehicles En- 
gaged in Interstate Commerce 


In 1925, after the decisions in Buck v. Kuykendall and in Bush v. 
Maryland, the executive committee of the National Association of 
Railroad and Public Utilities Commissions authorized the president 
of that association to appoint a special committee to draft a bill 
for the federal regulation of motor-vehicle common carriers. ‘This 
committee was appointed, a bill was prepared, discussed at the an- 
nual convention of Railroad and Utilities Commissioners, and even- 
tually introduced into Congress by Senator Cummins in December, 
1925. Hearings were held upon the bill in March, 1926, but the 
proposed legislation was never considered in the Senate. 


Carriers to Which the Senate Bill Applies 


Senate bill 1734 endeavored to establish a system of regulation for 
motor carriers engaged in transportation as common carriers com- 
parable to the system in force in many states for the control of intra- 
state motor transportation. When the bill was first drawn, the view 
prevailed in the committee that it was desirable to provide for the 
regulation of all motor-vehicles engaged in transportation for hire.” 
We have already seen that this type of comprehensive control had 
previously been attempted in state laws with unsatisfactory results. 
Influenced, doubtless, by this experience, the authors of the bill re- 
stricted it to common carriers, which they classified into two groups: 
(1) Class A motor carriers, embracing all motor carriers engaged in 
transportation as common carriers in interstate commerce between 


1 At least one federal court has granted an injunction to prevent an abuse of the 
kind described in the text (Railway Age, Motor Transport Section, April 23, 1927, 
p. 1298). 

2 There are no comprehensive statistics showing the proportion of interstate to total 
motor-vehicle trafic. Mr. McDonald, however, for the United States Bureau of 
Public Roads, has estimated the percentages of interstate business in specified states 
on the basis of the registration of cars observed in Bureau surveys as follows: 


Passenger traffic—percentage interstate, Connecticut 21 per cent; Foon 
14 per cent; Ohio, 14 per cent; Maine, 21 per cent. 

Freight Gratie—pevosnicion interstate, Connecticut 10 per cent; Pennsylvania, 4.4 
per cent; Ohio, 4.7 per cent; Maine, 2.1 per cent. 


This method of estimate yields, however, only approximate results. Mr. McDonald 
estimates, in general, that interstate common-carrier truck traffic does not exceed 
2 per cent of all truck trafic (Motor Bus and Truck Investigation, sup. cit., pp. 4990, 
4986). 
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fixed termini or over a regular route; and (2) Class B motor car- 
riers, embracing all other motor carriers engaged as common carriers 
in interstate commerce. 


Machinery of Control 


The proposed legislation relied in the main upon existing state 
railroad or public utilities commissions for its administration. Ap- 
plicants for certificates were expected to apply to the local commis- 
sions in their own states, and these commissions were expressly em- 
powered to administer the federal law. Each commission or board 
might grant a certificate authorizing the applicant to engage in in- 
terstate commerce in so far as its own jurisdiction was concerned, 
or several boards or commissions might organize a joint board from 
their own membership to hear such applications. Complaints re- 
garding rates were to be handled by joint boards made up of repre- 
sentatives of each of the commissions concerned. Appeal lay in all 
cases to the Interstate Commerce Commission, with the stipulation, 
however, that the hearing before the federal commission should be 
upon the record made before the board or commission from which 
the appeal was taken. The Interstate Commerce Commission, be- 
sides hearing appeals, was charged with the duty of prescribing a 
system of accounts for motor common carriers, and was expected 
to exercise local jurisdiction where a state commission refused or 
was unable to serve. 


Certificates of Convenience and Necessity 


Common carriers in either Class A or Class B were to be com- 
pelled to obtain a certificate from an appropriate board or commis- 
sion declaring that public convenience and necessity required the 
service which they proposed to give. The bill specified the form 
of this application for each class separately, provided for hearings, 
and directed the certificate-granting authority to give reasonable 
consideration, among other pertinent matters, to the likelihood of the 
proposed service being adequate, permanent, and continuous, and 
to the effect which such service might have upon any other trans- 
portation agency, the continued operation of which was important to 
the communities which the latter served. 

The board or commission appealed to might grant or refuse the 
application, and in issuing a certificate it might prescribe such rea- 
sonable terms and conditions as to weight of load, number of pas- 
sengers, continuity of operation, adequate service, the exclusion of 
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pick-up and delivery points on routes between termini, or within 
defined localities or districts, and such other matters as in its judg- 
ment the public convenience and necessity required. The bill di- 
rected the applicant in particular to furnish a bond or insurance 
policy sufficient to cover any judgment arising out of death or injury 
to passengers or loss or damage to property connected with the 
operation of the motor carrier, unless the board or commission to 
which application was made was satisfied that the financial responsi- 
bility of the carrier afforded assurance of the payment of damages for 
which it might become liable. 


Regulation of Rates, Accounts, and Operation 


Finally, the bill laid down the following regulations with respect 
to rates, accounts, and operation: 

1. All rates, fares, and charges should be stated in money and 
should be just, reasonable, and not unduly discriminatory; 

2. Rates, fares, and charges should be printed, filed, posted, and 
adhered to; 

3. No change in rates, fares, and charges should be made except 
after thirty days’ notice or on special permission of the Interstate 
Commerce Commission; 

4. Complaints alleging that rates were unreasonable or discrimina- 
tory might be made to the appropriate board created by the act, 
and the board was authorized to institute an investigation and to de- 
termine the controversy. The board might suspend proposed rates, 
upon complaint, for a period not exceeding 120 days; 

5. The Interstate Commerce Commission should promulgate a 
system of accounts to be used by all motor carriers; 

6. In general, the boards or commissions which granted certificates 
were empowered to supervise and regulate every motor carrier op- 
erating under such certificate; to require reasonably continuous and 
adequate service at just, reasonable, and not unduly discriminatory 
rates; and to supervise and regulate such motor carriers in all mat- 
ters affecting the relationship between the motor carriers and the 
travelling and shipping public. They were given authority, in addi-_ 
tion, to prescribe rules and regulations in conformity with the act. 

7. Violation of the provisions of the act was punishable by fine 
or imprisonment or both. In addition, a board might revoke a cer- 
tificate which it had granted, or it might apply to a district court 
for the enforcement of an order that it had made. 
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Why Coéperation of State and Federal Regulatory Commis- 
sions Was Proposed 


The bill for federal regulation of motor carriers just described 
marked a distinct advance in the development of motor-vehicle regu- 
lation. Its most interesting features were those connected with the 
machinery of control. It is probably safe to say that the individuals 
who proposed to use the state commissions to administer a federal 
act were influenced by the following considerations: 

1. The heavy burden of work already borne by the Interstate 
Commerce Commission; 

2. The local character of many of the problems connected with 
motor-vehicle regulation; 

3. The record of codperation between federal and state regulatory 
authorities in railroad matters, especially in connection with the 
issue of certificates of convenience and necessity and of permits for 
the abandonment of railroad lines; 

4. The desire to preserve the influence of the state railroad and 
utility commissioners—an influence which has been greatly lessened 
in recent years by the extension of the power of the Interstate Com- 
merce Commission over intrastate railroad transportation, The 
Senate bill for the regulation of interstate motor transportation was 
framed by representatives of the State Railroad and Utility Com- 
missioners of the country, and not unnaturally reflected their views 
regarding the importance of maintaining authoritative local bodies. 


Disadvantages of Such a Plan 


There are, nevertheless, reasons to doubt whether a combination 
of state and federal organizations can be made into an effective organ 
of federal control. ‘These reasons are partly legal. State commis- 
sions owe their existence to state laws. Their powers are defined 
by and they are responsible to state legislatures. It is doubtful if 
the federal government can add to these powers, or, indeed, establish 
any formal extra-constitutional relations with state bodies except in 
the way of friendly conference and exchange of views. The joint 
work which has been done in the way of codperation in railroad 
regulation by federal and state commissions does not really go be- 
yond such an informal relationship. 

The other reasons are administrative or political. The quality 
of the personnel of state commissions varies greatly from state to 
state. ‘The tenure of office of state commissioners is short, and their 
previous training in judicial work is frequently slight. Moreover, the 
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state official owes his first allegiance to his state and depends for 
security and advancement upon his ability to please a local clientele. 
He has local knowledge, and may therefore be more effective in 
some types of problems than a‘distant commissioner at Washington, 
but he is not likely to fit easily into a machine for regulation of na- 
tional scope. For this purpose a series of regional commissions, re- 
sponsible to a single central commission, and selected according to 
a uniform plan for the sole purpose of administering laws relating 
to interstate commerce, is probably better than a heterogeneous body 
of state and federal officials. 


Other Criticisms 


In addition to criticisms of the Senate bill of 1926 based upon its 
attempt to make use of state commissions for the administration of a 
federal law, the proposed legislation was objected to because it pro- 
posed to regulate truck operation, because it required motor vehicles 
to furnish a bond, because it promised to restrain the development 
of automobile service in the interest of railroad companies, and be- 
cause of a number of other real or alleged defects which it is un- 
necessary to discuss in view of the failure of Congress to enact the 
measure into law. There is little doubt but that the national legisla- 
ture will soon again concern itself with the federal regulation of 
motor-vehicle transportation, and at that time the details of legisla- 
tion will be a proper subject for debate. 


Proposed New York Tunnel Legislation 


Pending action upon S. 1734, the Senate discussed a more limited 
and local measure vesting in appropriate state bodies the authority 
to regulate interstate motor transportation through the tunnel under 
the Hudson River between New York and Jersey City and over 
the bridge across the Delaware River between Philadelphia, Penn- 
sylvania, and Camden, New Jersey. ‘Tunnel and bridge were ex- 
pected to be opened in the spring of 1926, and some control of traffic 
was desirable in order to prevent congestion. The bill here men- 
tioned was introduced into the Senate on April 7, 1926. It was re- 
ferred to the Committee on Interstate Commerce, reported out on 
April 21, debated briefly on May to, and passed. The House re- 
ferred the measure to its Committee on Interstate and Foreign Com- 

1 See Powell, T. C., “Why Motor Transport Regulation is Needed,” Railway Age, 


Motor Transport Section, September 25, 1926, p. $99, for statement of the essentials 
of a motor-vehicle law from the standpoint of a railroad official. 
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merce, but took no further action.! While there was no serious 
opposition in the Senate, the American Automobile Association op- 
posed the bill on the ground that there was gross discrimination 
in legislation designed to control operations over a bridge or through 
a tunnel when competitors were left free to operate by means of 
ferries, and that the emergency calling for interstate regulation was 
not local but national, and legislation should be capable of general 
application.” 

It is possible that the criticisms of the Automobile Association car- 
ried weight in the lower house; whatever the explanation, the measure 
failed, and it has not since been revived. 
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in the United States, 449-451; clauses 
of Transportation Act relating to, 
452-453, 462-463; Ripley plan for, 
453-456; by lease or stock purchase, 
456-457}; recent in the United States, 
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Lakes, 187-192; movement of Cana- 
dian crop, 190-192; concentration 
at country elevators, 220; transpor- 
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ute relating to, 492-495, 499, 558- 
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justification of, 278-279; theory of 
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adjustments, 251-253 


Management committee (France), 605- 
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St. Paul Railway Company, 290 
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Ministry of transport (England), 571- 
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See Ministry of transport 

Minnesota, Granger legislation in, 475 
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diversion of trafhe to railroads 
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Missouri Pacific Railroad, consolida- 
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Moses v. Boston and Maine Railroad 
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minal operation, 422; arguments 
against regulation of, 676-677 

Motor vehicles, passenger, number of 
passengers carried, 5; average load, 
haul, and speed, 105-106; jitneys, 
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extension of the Great Lakes route, 
200 

Norway Plains v. Boston and Maine 
Railroad Company, 292 


Oats, production of, 174-175 
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Pennsylvania state works, route of, 
19-21 

Per-diem rules, code of, 403-405; 
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Potomac Canal Company, 21 

Premiums, on operation of French 
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terstate Commerce Commission, 562- 
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Railroad contract, terms of, 512-516 

Railroad labor board, 545-546, 547-550 

Railroads, foreign, mileage of, 7; 
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many, 620-647 
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Railway War Board, 509 

Railways Act of 1921, 577-583 

Rate of return, earned by American 
railroads, 554-556 

Rates, on the Erie Canal, 25; on street 
railways, 89-91; for shipments by 
motor truck, 120; comparison of 
rates for rail and air transport, 149; 
effects on industry of reductions in, 
156-160; railroad rates on grain, 223- 
224, 229; on oranges, 241-242; on 
lumber, 251-253; on cotton, 253-250; 
on sugar, 261-262; intended to pre- 
vent movement, 267-268; theory of 
equalization, 279-280; principle of 
natural advantage, 280-282; deter- 
mination by economic policy, 282- 
283; must cover outlay for labor, 
339-340; for material, 341; for cap- 
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ital, 342-354; variations in average 
receipts, 343; applications for in- 
crease of, 343-345; ‘[ransportation 
Act directs Interstate Commerce 
Commission to adjust, 353-354; af- 
fected by cost of transportation, 
356-362; by value of service, 362- 
365; by standards of public policy, 
365-367; quotation of through, 391; 
advanced during federal operation, 


531-532; increases on French rail- 
roads, 616-617. See also Discrimi- 
nation 


Rates advisory committee, report of, 
326-328 

Rates tribunal, 579-580, 585-587 

Reagan, Judge, 478 

Rebates, 320-321 

Recapture, reduced by consolidation, 
463; provisions of Transportation 
Act, 555-557 

Receiverships, street railway, 86 

Reciprocal switching, 430-431 

Refrigeration, description of, 244-245; 
ownership of cars, 245; payment for 
use of cars, 245-246 

Return of railroads to private man- 
agement, 557-558 

Ripley, William Z., prepares consoli- 
dation plan, 454-456 

Roads. See Highways 

Routes, major railroad, 202-203; 
Trunk Line, 201-206; New York- 
Atlanta, 207-208; Chicago-Atlanta, 
208-210; Mississippi Valley, 210-212; 
Western grain, 212-213; Southwest- 
ern-Gulf, 213-214; Transcontinental, 
214-218; Pacific Coast, 218; fol- 
lowed by shipments of grain, 224- 
225; of live-stock, 235-239; of fruit, 
241-244; of cotton, 257-259 

Ruabon Coal Company, agreement 
with Great Western Railway Com- 
pany of England, 315-316 


St. Lawrence Ship Canal, proposals for 
construction, 32-33; estimated cost 
of, 34; will ocean vessels ascend to 
the Great Lakes, 35-36; estimated 
volume of trafic, 37; an extension 
of the Great Lakes route, 200 

St. Louis, terminals at, 412, 414, 419, 
422-424, 432-433, 434-435 

St. Mary’s Falls Canal, 30; 
passing through, 186-187 


traffic 
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Securities, authority of Interstate 
Commerce Commission over, 560-561 

Service, duty of common carrier, 301- 
303; owed only to its public, 303- 
304; classes of goods carried may 
be restricted, 304-305; facilities must 
be supplied, 306; withdrawal from, 
307-312 

Service-at-cost franchises, 91-95 

Sherman Anti-trust Act. See Anti- 
trust Act of 1890 

Shipping Board, authority to regulate 
commerce over inland waterways, 
648-649 

Short-line 
448-449 

Smyth vw, Ames, 346-347 

Southern Pacific Railroad, consolida- 
tions of, 460-461 

Southern Railway and Steamship As- 
sociation, 372-374 

Southwestern-Gulf route, characteris- 
tics of, 213; principal railroads on, 
214 

State and local aid, 66-68 

State v. interstate jurisdiction, rule of 
the Granger cases, 482-484; Wa- 
bash, St. Louis and Pacific, 484-485; 
regulation of motor carriers, 681- 
690 

Stephenson, George, 40, 41; engineer 
of Stockton and Darlington Rail- 
way, 42; engineer of Liverpool and 
Manchester Railway, 43 

Stockton and Darlington Railway, 42- 
43 

Store-door delivery, in England and 
Canada, 425; in the United States, 
425-426; advantages and disadvan- 
tages, 426; attitude of carriers and 
shippers, 427 

Street railways, mileage of, 9; pas- 
sengers carried by, 9; early history 
of, 73-74; experiments with elec- 
tric power, 74; characteristics of 
trafhe on, 78-83; financial condition 
of, 83-85; receiverships, 86; causes 
of collapse in credit, 86-89; aban- 
donment of five-cent fare, 89-91; 
service-at-cost franchises, 91-95; 
municipal ownership, 95-97; future 
of, 97-993; use of buses by, 109 

Sugar, production of, 181-182; uses of, 
259; location of refineries, 259-260; 
markets, 260; competition of produc- 


railroads, persistence of, 
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ing areas, 260; railroad rates, 261- 
262 


Taxes, expenditures for railway, 339 

Teaming allowances. See Discrimi- 
nation 

Terminals, at Chicago, 412, 413; at St. 
Louis, 412, 414, 423-424, 432-433}; at 
New York, 414-416, 4243; passenger, 
417-418; analysis of freight trafic 
in, 419-421; store-door delivery in, 
425-427; open wv. closed, 430-432; 
legality of unified, 433; advantages 
and disadvantages of unified, 433- 
435; authority of Interstate Com- 
merce Commission over, 436-439 

Through billing, 391-393 

Through rates, 393; between rail and 
water carriers, 650-651, 664-669 


Through routes, 393; between rail 
and water carriers, 650-651, 662-669 
Tomatoes. See Fruit 


Trafhe associations, list of, 382; pur- 
poses of, 382-383; organization and 
activity of the Transcontinental 
Freight Bureau, 384-387 

Transcontinental Freight Bureau, 384- 
387 

Transcontinental railroads, early con- 
struction of, 69-70 


Transcontinental routes, description 
of, 214-216; commodities carried 
over, 216-218 

Trans-Missouri Freight Association 


case, 379-380 

Transportation, advantages of im- 
proved, 153; effect of speed, 154- 
156; of cheapness, 156-160; equali- 
zation of supply, 160-161; economic 
rent reduced, 161-162; political and 
social effects, 163 

Transportation Act of 1920, permits 
pools, 380-382; authority of Inter- 
state Commerce Commission over 
terminals, 438-439; over consolida- 
tions, 452-453, 456-457; congres- 
sional history of, 541-542; support 
afforded to railroad companies, 552- 
555; vecapture, 555-556; labor 
boards, 544-549 

Trap cars, 421 

Treaty of Versailles, 632-634, 646 

Trevithick, Richard, 40, 41 

Trunk lines, early construction of, 60- 
62 


INDEX 


Trunk line route, description of, 204- 
205; commodities handled, 205; re- 
lation of New England to, 205-206 


Undermaintenance, during federal op- 
eration, 515 
Unified terminals. 
Union Canal, 19 
United States Army Model Air Serv- 
ice, 146 
United States Railroad Administration. 
See Federal railroad operation 
United States v. Tozer, 314-315 
Universal stations, 431 


See Terminals 


Valuation, agreements to limit, 296- 
300 

Valuation of railway property, Smyth 
v. Ames, 346-347; basis of original 
cost, 347-349; of cost of reproduc- 


tion, 349-353; of French railway 
rolling stock, 600-601 
Value of service, influences railroad 


rates, 362-365; distinguished from 
value of a commodity, 364; distin- 
guished from sacrifice theory of tax- 
ation, 364-365; supplies no test of 
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the reasonableness level of 


rates, 365 


of a 


Wabash, St. Louis, and Pacific v. II- 
linois, 484-485 

War, services of railroads in, 503- 
504; organization in Germany, 506; 
in France, 506; in England, 507- 
508, 567-570; in the United States, 
508-540; cost of war operation in 
France, 519-520; in the United 
Kingdom, 520-521. See also Federal 
railroad operation 

Waybills, form of, 392; through bill- 
ing, 391-393; abstracts of interline, 
395 

Welland Canal, 30-31 

Western grain route, character of traf- 
fic on, 212; principal railroads on, 
213 

Wheat, production of, 173-174. 
also Grain 

Wholesale principle, not applied in 
calculating railroad rates, 314-317 

Wight v. United States, 325-326 

Windom Committee, report of, 19, 486 

Wisconsin, Granger legislation in, 476 


See 
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